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Before  Bankers  Box,  records  management  didn’t  exist. 

That’s  why  since  1917,  when  Fellowes  recognized  the  need 
for  records  storage,  we’ve  been  the  industry  leaders. 

And  as  your  needs  have  expanded,  so  has  our  line.  From 
hard  copy  documents  to  microfiche  to  computer  media,  only 
Bankers  Box  gives  you  over  150  organizational  solutions  for 
quick  and  timely  retrieval. 

Plan  your  next  records  storage 
system  with  Bankers  Box.  Contact 
your  dealer  or  write  us  for  more 
information. 

Bankers  Box. 

We  invented  the  best. 


raewa.?  Be  «ii«  to 
oend  for  your  free 
copy  of  our  Records 
Management  Hand¬ 
book  with  the  latest 
retention  sdiedules. 
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Sometimes,  a  pen 
can  be  more  destructive  than  a  gun. 


Check  fraud  can  spell  disaster  for  a  bank.  In  fact,  losses  resulting  from  this  form  of 
theft  have  far  surpassed  losses  from  armed  robbery. 

In  order  to  protect  your  bank  against  bad  checks,  customer  disputes,  and 
employee  theft,  you  need  a  powerful  deterrent  and  a  source  of  undeniable 
proof. 

NAVCO  CCTV  surveillance  is  the  best  way  to  arm  your  bank  against  such 
crimes  and  losses. 

Our  system  is  capable  of  continuous  time-lapse  recording  of  as  many  as  12 
solid-state  or  tube-type  video  cameras.  Locating  recorded  incidents  is  simple  thanks 
to  our  unique  SegmentSearch™  feature.  And  making  positive  identification  is  easy  on 
our  high-resolution  monitors. 

And  because  you  demand  absolute  confidence  in  your  surveillance  system,  we  offer 
an  exclusive  5-year  unconditional  warranty. 

This  unprecedented  policy  means  no  matter  what  happens  to  your  NAVCO  surveil¬ 
lance  system,  including  camera  tubes,  CCD  imagers  and  video  heads,  we’ll  repair  or 
replace  them  without  charge.  You  won’t  pay  for  parts,  labor,  travel  time  or  mileage. 

And  this  policy  includes  scheduled  maintenance  and  the  assurance  we’ll  be  there  to 
help  make  hard  copy  photographs  and  serve  as  your  expert  witness  should  you  need  to 
go  to  trial. 

NAVCO.  Because  you  can’t  afford  to  be  a  casualty  of  check  fraud. 

Write  2  on  Reader  Service  Card 


NAVCO 

NORTH  AMERICAN  VIDEO  CORPORATION 
SECURITY  SYSTEMS 

800-221-0819  In  California  (714)  250-4352 
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Free  Branch  Banking! 


Banking  By  Mail  Makes  Good  Sense... 
...It’s  like  having  thousands  of  branches 
without  the  cost  of  bricks  and  mortar.  \bur 
customers  get  more  convenience. ..and  you 
save  money  in  the  process! 

Giving  Receipts... 

...also  makes  good  sense. 

\bur  customers  want  them  and,  it’s  a  good 
business  practice.  Consider  the  overall  cost. 
Bank-By-Mail. ..including  postage  to  mail  a 
receipt,  is  still  the  least  expensive  transaction 
a  bank  handles. 

Make  It  Easy  For  Your  Customer 
The  customer’s  favorite  is  the  reusable  “Bank 
Away  Wallet!’  It  provides  a  convenient 
method  to  return  a  receipt  as  a  part  of  every 
deposit  transaction. 

And... because  each  wallet  can  be  used 
many  times,  you  save  money! 

“Bank-Away 
Wallet”. .provides 
return  receipts  with 
every  transaction. 


All  Banks  Are  Not  Alike 

There  are  other  approaches.  Consider  these 

two  receipt-optional  products. 


1 .  The  “Customer’s  Choice”  has  a  detach¬ 
able  coupon  customers  can  return  with 
their  deposit  to  request  a  receipt,  or... keep 
for  their  records. 

2.  The  “Reserve  Packet”  provides  a  con¬ 
venient  supply  of  envelopes  and  receipt 
requests  for  six  mail  transactions. 

Both  are  economical  and  give  your  cus¬ 
tomers  the  option  of  a  receipt. 


“Customer’s  Choice”  and  “Reserve 
Packet’!..give  your  customer 
the  option  to  request  or  not 
request  a  receipt. 


The  Custom  Alternative 


Finally,  if  none  of  these  available  Bank-By- 
Mail  envelopes  fit  your  specific  needs,  we’ll 
design  one  that  will. 

AECO  receipt-oriented  Bank-By-Mail 
envelopes  provide  satisfaction  for  Dur  cus¬ 
tomers.  And... efficient,  economical  man¬ 
agement  of  Bank-By-Mail  business  for  you. 

For  more  information  and  samples, 
contact  your  AECO  representative,  or  call: 
1-800-643-8004. 
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Letters  to  the  Editor 


(Regarding  the  article  "The  Fu¬ 
ture  of  Small  Independent  Bank¬ 
ing  Companies,"  November  1987) 


To  the  Editor: 

The  author,  CEO  of  a  Chicago- 
area  institution  with  nearly  $1  bil¬ 
lion  in  assets,  suggested  that  top 
people  will  not  or  cannot  be  at¬ 
tracted  to  independent  banks,  as 
small  banks  are  not  paying  the 
kinds  of  salaries  required,  provid¬ 
ing  the  capital  accumulation  plans 
that  most  top  officers  demand  or 
offering  exciting,  profitable  vehi¬ 
cles  to  which  bankers  can  attach 
themselves. 

If  the  mere  size  of  salary  is  the 
key  motivating  ingredient  for  at¬ 
tracting  top  officers,  then  the  au¬ 
thor  is  right  on  target.  I  would 
contend,  however,  that  salary  re¬ 


muneration  is  not  of  paramount 
importance  in  the  larger  scheme  of 
things.  There  are  many  top-flight 
banking  officers  employed  by  the 
tiniest  of  banks  who  possess  far 
different  values. 

The  author  also  contends  that 
there  are  economies  of  scale  avail¬ 
able  to  larger  banking  organizations. 
Yet  the  electronic  information  age 
has  made  even  the  smallest  bank  vi¬ 
able  and  competitive.  The  central 
purchasing  power  advantage  in  the 
larger  bank  can  be  met  by  joint  pur¬ 
chasing  among  smaller  banks. 

The  author  then  cites  large 
banks’  marketing  and  advertising 
muscle.  True,  television  is  the  most 
pervasive  means  of  reaching  an  au¬ 
dience,  and  most  community  banks 
don’t  have  the  cash  resources  for 
it.  But  we  little  guys  can  well  afford 
persuasive  advertising  by  utilizing 


radio  and  newspapers. 

Our  nation’s  current  leadership 
seems  preoccupied  in  promoting 
bigness.  Understandable.  The  U.S. 
needs  Citicorps  and  Chases  as  we 
are  living  in  a  world  economy.  The 
sad  aspect  of  the  “big  is  better’’ 
presumption  is  that  many  medium¬ 
sized  and  small  businesses  are  being 
forgotten.  Community  banks  can  fill 
that  void.  Indeed,  the  industry  will 
be  tested  and  will  be  beset  by  con¬ 
solidation  and  mergers.  But  there 
should  be  many  survivors  among 
the  independent  community  banks. 
The  opportunities  will  be  there. 
Merging  is  not  the  only  game  in 
town. 

L.  Gary  Knight 
Executive  Vice  President 
Livermore  Falls  Trust 
Livermore  Falls,  Maine 
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Announcing  the  Canon  RF550D 
Rotary  Filmer. 

You  know  how  important  decen¬ 
tralized  bank  check  processing  is.  Now, 
keeping  even  the  most  demanding 
recording  operations  in  check  is  easy 
and  affordable  with  the  compact  per¬ 
formance  of  Canon’s  new  RF550D 
Rotary  Filmer. 

With  a  highly  reliable  feed  system 
and  superb  Canon  optics,  you  get  fast, 
precise  microfilming  at  up  to  500  checks 
per  minute,  virtually  eliminating  costly 
overlaps  and  jams. 

What’s  more,  you  get  easy  to  oper¬ 
ate  controls,  a  built-in  microprocessor, 
and  an  LED  display  that  keeps  you 
constantly  informed  of  recording 


operations.  Plus  convenient  film  loading 
and  removal. 

There’s  even  an  optional  automatic 
endorser  unit.  And  a  6-digit  film  dater 
with  blip  mark  for  easier  retrieval  of 
microfilmed  information. 

So  if  you  want  the  security  of 
decentralized  bank  check  processing,  in 
a  sleek,  high-performance  rotary  filmer, 
check  into  the  new  Canon  RF550D. 

The  desktop  performer  designed  to  fit 
your  needs.  And  your  budget. 

Canon 

MICROGRAPHICS 


ROTARY  FILMER 


^Ming  the  very  best  exit  of  a  small  thing. 


For  more  information,  check  the  Yellow  Pages 
for  your  nearest  authorized  Canon  dealer.  Or  call 
toll-free  1-800-453-9000. 
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I  Canoa  U.S.A.,  Inc.,  Micrographics  Division  | 
1  P.O.  Box  788,  Clearfield,  Utah  84015-0788  ! 
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BA  0288 

H  Enjoy  easy  extended  payments  with  the  Canon  Credit  Card 
Ask  for  details  at  participating  Carxxi  dealers  and  retailers 
Available  only  m  U  S  Cii968CvionUSA  .Inc 
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Accounting  for  Alternative 
Minimum  Tax:  Part  1 


By  James  W.  Haugh 

Partner 

Peat  Marwick  Main  &  Co. 

Chicago,  Illinois 

To  understand  the  financial  ac¬ 
counting  treatment  for  the  alter¬ 
native  minimum  tax  (AMT),  one 
should  first  possess  a  familiarity 
with  how  the  AMT  is  computed  for 
tax  purposes.  This  article,  the  first 
of  several  that  will  deal  with  the 
AMT,  provides  a  brief  explanation. 

One  of  the  stated  objectives  of 
the  Tax  Reform  Act  of  1986  (TRA 
1986)  was  fairness.  Congress  con¬ 
cluded  that  the  perception  of  fair¬ 
ness  had  been  undermined  by 
instances  in  which  corporations 
paid  little  or  no  tax  in  years  when 
they  reported  substantial  financial 
statement  earnings.  A  major  Con¬ 
gressional  objective  was  to  insure 
that  no  taxpayer  with  substantial 
economic  income  could  avoid  sig¬ 
nificant  tax  liability  through  the  use 
of  exclusions,  deductions  and 
credits.  The  new  AMT  attempts  to 
achieve  Congress’s  objectives  by 
broadening  the  AMT  taxable  base 
to  include  items  of  economic  in¬ 
come,  many  of  which  are  not  in¬ 
cluded  in  regular  taxable  income. 
The  new  rules  are  designed  to  im¬ 
pose  a  20%  AMT  on  an  amount 
closer  to  economic  income. 

Although  an  alternative  mini¬ 
mum  tax,  the  AMT  is  actually 
structured  as  an  add-on  minimum 
tax.  Taxpayers  must  compute  their 
tax  liability  using  both  the  regular 
tax  system  and  the  AMT  system 
and  pay  the  greater  of  the  two 
amounts.  The  excess  of  the  tax 
computed  using  the  AMT  system 
(the  “tentative  minimum  tax”) 
over  that  computed  using  the 
regular  tax  system  is  the  AMT.  The 
AMT  is  determined  on  a  consoli¬ 
dated  basis  for  organizations  which 
file  consolidated  tax  returns. 


Preference  Items 

Preference  items  commonly  en¬ 
countered  by  banks  under  prior  law 
that  continue  to  be  treated  as  pref¬ 
erence  items  for  purposes  of  the 
new  AMT  include: 

■  Reserve  method  deductions 
taken  for  bad  debts  in  excess  of 
amounts  computed  under  the  ex¬ 
perience  method.  Under  prior  law, 
banks  using  the  reserve  method  for 
computing  loan  loss  deductions  in¬ 
curred  a  tax  preference  to  the  ex¬ 
tent  that  the  reserve  method  bad 
debt  deduction  exceeded  actual 
experience.  TRA  1986  continues  to 
define  this  excess  as  a  tax  prefer¬ 
ence  and  includes  the  amount  of 
this  preference  in  the  tax  base  for 
computing  alternative  minimum 
taxable  income  (AMTI). 

This  preference  should  not  affect 
most  banks  as  a  result  of  the 
phased-in  elimination  of  the  re¬ 
serve  method  bad  debt  deduction 
for  “large  banks”  by  TRA  1986, 
and  because  “small  banks”  will  be 
required  to  compute  the  reserve 
method  bad  debt  deduction  using 
the  “experience  method”  begin¬ 
ning  in  1988,  A  “large  bank”  is  de¬ 
fined  as  having  average  adjusted 
bases  of  all  assets  for  the  taxable 
year  in  excess  of  $5(X)  million  or  as 
being  a  member  of  a  parent-sub¬ 
sidiary  controlled  group  having 
average  adjusted  bases  of  all  assets 
in  excess  of  $500  million. 

■  Accelerated  depreciation  on 
real  property  in  excess  of  straight 
line  for  pre-1987  additions. 

TRA  1986  adds  the  following 
new  preferences  (among  others) 
which  may  affect  banks. 

■  Tax-exempt  interest  on  cer¬ 
tain  private  activity  bonds  (non¬ 
governmental  purpose  bonds)  is¬ 
sued  after  August  7,  1986.  Such 
interest  is  reduced  by  any  deduc¬ 
tions  (not  allowable  in  the  compu¬ 


tation  of  the  regular  tax)  which 
would  have  been  allowable  if  such 
interest  were  taxable, 

■  The  excess  of  the  fair  market 
value  over  adjusted  basis  of  prop¬ 
erty  for  which  the  corporation  took 
a  charitable  contribution  deduc¬ 
tion. 


Adjustment  Items 

TRA  1986  introduces  the  concept 
of  “adjustments,”  as  distinguished 
from  “preferences,”  in  the  com¬ 
putation  of  AMTI.  Certain  of  these 
adjustments  may  increase  or  de¬ 
crease  AMT  income,  but  prefer¬ 
ences  only  increase  AMTI.  Ad¬ 
justment  items  which  may  affect 
banks  are: 

■  The  difference  between  regu¬ 
lar  accelerated  cost  recovery  sys¬ 
tem  (ACRS)  depreciation  and  al¬ 
ternative  depreciation,  generally 
for  real  and  personal  property 
placed  in  service  after  1986.  Alter¬ 
native  depreciation  for  real  prop¬ 
erty  is  computed  on  a  40-year 
straight  line  basis.  For  personal 
property,  alternative  depreciation 
is  computed  by  using  the  150  per¬ 
cent  declining  balance  method  over 
the  asset  depreciation  range  (ADR) 
midpoint  life  and  then  switching  to 
straight  line.  The  difference  be¬ 
tween  gains  and  losses  on  the  dis¬ 
posal  of  property  attributable  to  the 
difference  between  regular  ACRS 
and  the  alternative  depreciation 
method  is  also  an  adjustment. 

■  Book  Income  Adjustment 
(BIA).  Many  banks  have  invested 
in  assets  giving  rise  to  income  not 
subject  to  tax  or  income  that  is  de¬ 
ferred  for  tax  accounting  purposes. 
These  assets  include,  among 
others,  tax-exempt  obligations  of 
state  and  local  governments,  in¬ 
dustrial  revenue  bonds,  leases  and 
loans  to  employee  stock  ownership 
plans.  Moreover,  banks  using  the 
cash  receipts  and  disbursements 
method  of  tax  accounting  have  re¬ 
flected  differences  between  taxable 
income  and  financial  statement  in¬ 
come.  Differences  between  finan- 
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cial  statement  income  and  taxable 
income  also  arise  from  other 
sources,  including  differences  be¬ 
tween  the  provision  for  loan  losses 
for  financial  reporting  and  tax  pur¬ 
poses,  differences  between  book 
and  tax  accounting  for  amortization 
of  intangible  assets  resulting  from 
acquisitions,  and  differences  in 
book  and  tax  accounting  for  pre¬ 
miums  and  discounts.  These  differ¬ 
ences  have  to  be  included  by  banks 
in  arriving  at  the  BIA. 

The  BIA  equals  50%  of  the 
amount  by  which  a  banking  organi¬ 
zation’s  adjusted  net  book  income 
exceeds  the  banking  organization’s 
AMTI,  computed  without  regard  to 
the  BIA  and  alternative  minimum 
tax  net  operating  loss.  Adjusted  net 
book  income,  for  the  years  1987 
through  1989,  is  the  net  income  or 
loss  as  set  forth  in  the  taxpayer’s 
“applicable  Bnancial  statements,’’ 
with  certain  adjustments.  The  “ap¬ 
plicable  financial  statements’’ 
used  for  this  computation  are,  in 
order  of  priority:  (1)  financial 
statements  filed  with  the  Securities 
and  Exchange  Commission,  (2)  au¬ 
dited  financial  statements  used  for 
credit  purposes  or  for  disclosure  to 
shareholders,  (3)  financial  state¬ 
ments  filed  with  federal  or  state 
governments  or  agencies,  and  (4) 
other  financial  statements.  Banks 
and  bank  holding  companies  filing 
financial  statements  with  the  SEC 
will  use  these  statements.  Audited 
banks  that  do  not  report  to  the  SEC 
typically  will  use  Hnancial  state¬ 
ments  prepared  for  shareholders, 
and  other  banks  generally  will  use 
financial  statements  filed  with  their 
primary  regulator. 

Adjusted  net  book  income  ex¬ 
cludes  federal  income  tax  expense, 
foreign  income  tax  expense  when 
treated  as  a  credit  for  regular  tax 
purposes  and  certain  other  adjust¬ 
ments  (such  as  all  or  a  portion  of  a 
book  change  in  accounting 
method).  When  a  consolidated  fed¬ 
eral  income  tax  return  is  filed,  ad¬ 
justed  net  book  income  includes 
only  net  income  or  loss  with  re¬ 


spect  to  corporations  included  in 
the  consolidated  return.  Accord¬ 
ingly,  adjusted  net  book  income 
does  not  include  the  earnings  of  a 
subsidiary  that  is  not  included  in 
the  consolidated  federal  income  tax 
return,  except  to  the  extent  divi¬ 
dends  are  actually  (or  are  deemed 
to  be)  received  from  such  corpora¬ 
tion. 

For  purposes  of  computing  AMT 
in  tax  years  after  1989,  an  earnings 
and  profits  approach  called  ad¬ 
justed  current  earnings  (ACE)  will 
be  used.  The  preference  rate  will 
increase  from  50%  to  75%,  and 
other  changes  will  occur.  For 
example,  under  the  ACE  calcula¬ 
tion,  amortization  of  goodwill  and 
the  deductibility  of  certain  reserves 
(e.g.,  the  book  bad  debt  reserve 
addition)  would  not  be  allowable 


reductions  in  arriving  at  current 
year  earnings  and  profits  as  they 
are  when  determining  adjusted  net 
book  income. 

■  Alternative  Minimum  Tax  Net 
Operating  Loss  (AMTNOL).  Net 
operating  losses  (NOLs)  may  be 
used  to  offset  up  to  90%  of  AMT 
without  regard  to  the  NOL. 
AMTNOLs  generally  will  equal  the 
regular  tax  NOLs  to  the  extent  they 
were  incurred  prior  to  December 
31,  1986.  AMTNOLs  incurred  after 
December  3 1 ,  1986,  are  determined 
by  taking  into  account  adjustment 
items  and  preferences. 

An  AMTNOL  may  be  carried 
back  three  years  and  forward  15 
years,  but  it  cannot  offset  more 
than  90%  of  the  AMTI.  In  com¬ 
puting  AMTI  in  the  carryback  or 
carryforward  period,  the 
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Director's  Report,  continued 


AMTNOL  is  deducted  from  the 
AMTI  whether  or  not  the  taxpayer 
is  subject  to  the  AMT  in  that  year. 
Under  this  rule,  it  is  possible  for  a 
bank  to  incur  no  AMT  because  of 
limited  AMT  income  and  a  large 
regular  tax  liability,  yet  use  up  an 
AMTNOL  carryforward  (or  carry¬ 
back)  so  that  in  subsequent  years 
the  AMT  is  incurred. 

■  Tax  Credits.  With  certain 
limitations,  credits  such  as  the 
foreign  tax  credit  (FTC)  and  in¬ 
vestment  tax  credit  (ITC)  can  be 
used  to  reduce  a  current  AMT  lia¬ 
bility.  FTC,  when  combined  with 
the  AMTNOL,  cannot  offset  more 
than  90%  of  the  tentative  minimum 
tax,  before  the  AMTNOL.  The  ITC 
is  subject  to  two  limitations.  First, 
it  cannot  offset  more  than  25%  of 
the  tentative  minimum  tax  (TMT). 
Second,  the  ITC,  when  combined 
with  the  AMTNOL  and  the  FTC, 


cannot  reduce  the  TMT  to  an 
amount  less  than  10%  of  the  TMT 
computed  without  regard  to  the 
AMTNOL  and  FTC. 

Because  of  the  method  by  which 
the  FTC  limitation  is  calculated  for 
AMT  purposes,  a  bank’s  FTCs 
may  offset  a  significant  portion  of 
the  BIA.  Further,  because  of  com¬ 
plex  sourcing  rules  used  to  com¬ 
pute  the  FTC,  taxpayers  will  be  re¬ 
quired  to  maintain  records  of  FTC 
carryovers  on  both  a  regular  tax 
and  AMT  basis. 

■  Minimum  Tax  Credit  (MTC). 
TRA  1986  provides  for  an  MTC 
that  can  be  carried  forward  to  re¬ 
duce  regular  tax  liability  in  subse¬ 
quent  years.  The  MTC  cannot  re¬ 
duce  the  regular  tax  in  a  subse¬ 
quent  year  to  an  amount  less  than 
the  TMT,  net  of  applicable  credits 
for  such  year.  The  credit  has  an  in¬ 
definite  carryforward  period,  but  it 


cannot  be  carried  back. 

The  MTC  is  allowed  only  with 
respect  to  net  minimum  tax  liability 
arising  as  a  result  of  “deferral  ad¬ 
justments  and  preferences.”  Gen¬ 
erally,  the  credit  is  not  available  for 
exclusion  (permanent)  preference 
items,  such  as  the  tax-exempt 
interest  preference  for  private  pur¬ 
pose  bonds.  For  taxable  years  1987 
to  1989,  however,  the  BIA  (in¬ 
cluding  the  portion  of  the  BIA  that 
is  attributable  to  permanent  items) 
is  considered  a  “deferral  adjust¬ 
ment.”  For  1990  and  later  taxable 
years,  the  portion  of  the  post- 1989 
AMT  attributable  to  permanent 
items  which  are  included  in  the 
ACE  adjustment  (which  replaces 
the  BIA  adjustment  in  1990),  such 
as  tax-exempt  income  (or  other  in¬ 
come  normally  excluded  from 
regular  tax),  will  not  be  creditable 
against  regular  tax.  BAI 


The  Lawyer's  Brief 


The  abstracts  published  in  this 
column  were  prepared  by  Cases 
Unlimited,  Inc.,  San  Diego, 
California. 


Stop  Payment  Loss 
Question 

Generally,  when  a  check  is  paid 
over  a  valid  stop  payment  order 
and  the  payor  bank  asserts  nonloss 
on  the  part  of  the  customer, 
whether  the  customer  suffered  a 
loss  other  than  the  debiting  of  his 
account  presents  a  question  for  the 
trier  of  fact,  the  Supreme  Court  of 
North  Dakota  ruled. 

On  May  20,  1983,  Jeanne  Kunkel 
(Kunkel)  wrote  a  check  for 
$7,048.27  to  Ramsey  National 
drawn  on  her  Precious  Moments 
business  account  with  The  First 
National  Bank  of  Devils  Lake 
(First).  On  May  23,  1983,  Kunkel, 


personally  and  in  writing,  in¬ 
structed  First  to  stop  payment  on 
the  check.  The  order  listed  the  cor¬ 
rect  check  number,  date  of  the 
check  and  payee.  The  amount  of 
the  check,  however,  was  listed  as 
“$7,400?”.  On  May  25,  1983,  First 
paid  the  check  when  presented  and 
deducted  $7,048.27  from  the  Pre¬ 
cious  Moments  account.  Numer¬ 
ous  checks  were  ultimately  re¬ 
turned  to  suppliers  of  Precious 
Moments  because  of  insufficient 
funds.  Kunkel  sued  First  for  negli¬ 
gence  and  sought  as  damages 
$7,048.27  and  $50,000  for  mental 
anguish  and  $30,000  for  injury  to 
her  credit  rating.  The  trial  court 
ruled  for  First  without  holding  a 
trial. 

On  appeal,  the  court  believed 
that  Kunkel  was  entitled  to  a  trial 
on  the  merits  on  the  issue  of 
whether  the  stop  payment  order 
was  valid  and  received  in  such  a 
manner  as  to  afford  First  a  reason¬ 
able  opportunity  to  act  on  it.  The 


court  said  that  it  could  not  say  as  a 
matter  of  law  that  the  discrepancy 
between  the  actual  amount  of  the 
check  and  the  amount  listed  along 
with  a  question  mark  on  the  stop 
payment  order  rendered  the  order 
invalid.  Furthermore,  the  court  be¬ 
lieved  that  it  was  a  question  of  fact 
as  to  whether  Kunkel  suffered  no 
loss.  A  new  trial  was  ordered. 

Kunkel  v.  First  Nat.  Bank  of  Devils  Lake, 
Supreme  Court  of  North  Dakota,  Sep¬ 
tember  17,  1986  (BAI/03/My.-$10) 


Copies  of  the  entire  decisions  de¬ 
scribed  in  this  column  may  be  ob¬ 
tained  by  writing  The  Maga¬ 
zine  of  Bank  Administration, 
60  Gould  Center,  Rolling 
Meadows,  III.  60008.  Please  en¬ 
close  your  check,  and  specify  the 
code  number  of  the  opinion  you 
wish  to  order,  (e.g.  BAI/2/ 
Feb.-$I0) 
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The  Docutel  2300  Enhancement  Package... 
not  just  another  pretty  ATM 


Yes,  it’s  pretty.  But  we  didn’t  stop  there. 
For  only  $8,500  ATS  i  will  transform  a 
Docutel  2300  Series  ATM  into  the  state- 
of-the-art  performer  your  network 
demands. . . 

It’s  easy  with  features  that  include  the 
best  in  high  resolution  ATM  color 
graphics,  fully  dynamic  screen  anima¬ 
tion,  and  our  exclusive  CAT*  software 
package.  By  utilizing  the  CAT  for  cross¬ 
selling,  consumer-training,  or  any 
number  of  promotional  screens,  the 
ATS-2300  turns  idle  ATM  time  into  the 
marketing  tool  you’ve  been  searching 
for.  It  will  raise  the  confidence  level  of 
even  the  most  reluctant  ATM  user. 
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high-speed  dot  matrix  printing  (in¬ 
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matic  loading  ATM  software  increases 
uptime  and  eliminates  service  vendor 
involvement,  downline  statement 
generation,  and  a  PC  based  software 
development  system  which  assures 
user  independence  and  makes  screen 
generation  a  snap. . . 

ATSi  understands  your  current  and 
future  ATM  needs  and  also  offers  the 
ATS-2300  “Complete  System.”  A  full 
service  ATM  for  the  low  price  of 
$12,500. 


You’ll  agree,  the  ATS-2300  Enhance¬ 
ment  Package  or  Complete  System 
offers  the  best  price/performance  ratio 
available  anywhere. 

For  more  information  and  a  full  demon¬ 
stration  contact: 
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Services  Inc. 
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the  game.  And  all  I  keep  thinking  is  whatever 
ha^ened  to  that  word  reliabilityr  If  I  could  have 
anticipated  the  problem,  at  least  I  would  have  had 
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can  find  themselves  a  new  whipping  boy. 
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The  Fundamentals  of 

Bank 
Insurance 
Coverage 


By  Richard  C.  Clarke 

Vice  President 

Booke  &  Company/McNeary 
Insurance  Consulting  Services 
Charlotte,  North  Carolina 


Many  of  this  country’s 
most  notable  risk 
managers  work  for 
banks,  but  the  fact  is 
that  the  vast  majority  of  banks  do 
not  employ  professional  risk  man¬ 
agers.  An  executive  officer  usually 
has  ultimate  responsibility  for  the 
purchase  and  maintenance  of  in¬ 
surance  coverages,  in  addition  to 
several  other  important  managerial 
duties.  Often,  the  sole  source  of 
information  on  bank  insurance 
coverage  is  the  local  insurance 
agent,  who  may  handle  the  bank  as 
his  sole  financial  institution  ac¬ 
count.  Thus,  it  is  hard  to  develop 
substantial  expertise  on  the  variety 
of  coverages  and  coverage  aspects 
involved  with  bank  insurance  and 
the  changing  insurance  market¬ 
place  today.  This  article  attempts 
to  set  forth  some  basic  aspects  of 


bank  insurance  coverage  along 
with  some  helpful  ideas  for  maxi¬ 
mizing  coverage. 

Organization  for  Efficient 
Administration 

In  organizing  the  bank  insurance 
program,  it  is  generally  best  to  use 
the  least  number  of  insurance  car¬ 
riers  and  insurance  agents/brokers 
possible.  While  it  will  be  virtually 
impossible  to  use  only  one  insur¬ 
ance  carrier  for  all  of  the  diverse 
insurance  needs  of  the  bank,  it  is 
very  important  not  to  fragment 
coverage  among  numerous  car¬ 
riers.  There  are  admittedly  politics 
involved  with  purchasing  bank  in¬ 
surance  coverages,  and  often,  the 
bank  tries  to  accommodate  several 
or  each  insurance  agent  maintain¬ 
ing  a  bank  account.  Invariably,  this 
works  against  the  best  interests  of 


the  bank  (except  for  maintaining  a 
certain  amount  of  good  will),  and 
ultimately,  the  problem  of  pur¬ 
chasing  insurance  coverage  must 
be  addressed  by  the  approach 
which  is  in  the  best  interests  of  the 
bank. 

A  well-organized  insurance  pro¬ 
gram  dictates  that  a  minimum 
number  of  expiration  dates  for  in¬ 
dividual  coverages  be  utilized.  Op¬ 
timum  efficiency  is  probably  best 
achieved  through  the  use  of  no 
more  than  three  expiration  dates: 
One  for  directors’  and  officers’ 
(D&O)  liability  insurance;  a  sepa¬ 
rate  expiration  date  for  the  Finan¬ 
cial  Institution  Blanket  Bond;  and, 
a  third  for  all  other  coverages.  It  is 
quite  important  to  properly  com¬ 
plete  blanket  bond  and  D&O  appli¬ 
cations  as  well  as  supply  supple¬ 
mental  information  to  help  insur¬ 
ance  company  underwriters  do  the 
best  possible  job  underwriting  the 
exposure.  Unless  the  bank  repre¬ 
sentative  who  is  purchasing  insur¬ 
ance  has  an  unlimited  amount  of 
time  to  allocate  to  this  task,  these 
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three  expiration  dates  are  best 
spread  throughout  the  calendar 
year.  There  is  also  something  to  be 
said  for  avoiding  the  heaviest  in¬ 
surance  industry  renewal  dates 
such  as  January  1  and  July  1 ,  as  it  is 
probably  true  that  more  indi¬ 
vidualized  attention  can  be  given 
by  underwriters  to  the  specific 
submissions  for  coverage  on  dates 
other  than  these  two  heavy  activity 
dates. 

Deductible  amounts  should  be 
selected  which  reflect  a  realistic  as¬ 
sumption  of  risk  by  the  bank.  The 
bank  will  probably  have  little 
choice  in  the  selection  of  blanket 
bond  deductible  amounts,  as  insur¬ 
ance  carriers  will  dictate  deducti¬ 
bles  as  a  function  of  asset  size,  loss 
experience  and  past  deductible 
amounts.  However,  there  will  be 
choices  on  deductible  amounts 
with  respect  to  property  and  casu¬ 
alty  coverages  and  there  are  sev¬ 
eral  rating  plans  for  casualty  cover¬ 
ages  which  relate  ultimate  casualty 
premium  costs  to  losses.  Some  rat¬ 
ing  plans  even  reward  good  loss 
experience  without  penalizing  poor 
experience. 

In  order  to  achieve  maximum  ef¬ 
ficiency  in  the  administration  of  the 
bank’s  insurance  program,  these 
key  organizational  aspects  must 
exist. 

Financial  Institution  Blanket 
Bond 

Generally  required  by  regulatory 
authorities,  the  blanket  bond  pro¬ 
tects  the  bank  against  a  myriad  of 
exposures  to  loss,  both  internally 
and  externally.  Although  most 
often  referred  to  as  “fidelity” 
coverage,  there  is  much  more  to 
blanket  bond  insurance  than  just 
coverage  for  employee  dishonesty 
losses. 

Computer  crime  (outsider  ac¬ 
cess)  coverage  is  most  important, 
as  it  represents  coverage  for  the 
catastrophic  loss  potential.  For  ob¬ 
vious  reasons,  it  is  difficult  to 
document  losses  which  have  been 
incurred  by  banks  in  this  regard. 


but  it  stands  to  reason  that  if  access 
can  be  gained  to  the  Pentagon’s 
computer  system  by  using  home 
computers,  bank  firms  would  be 
susceptible  to  computer  crime  toss¬ 
es.  There  is  some  variance  among 
the  computer  crime  coverage  of¬ 
fered  by  insurance  carriers,  par¬ 
ticularly  with  regard  to  coverage 
involving  voice  activation  for  the 
transfer  of  funds.  Coverage  should 
be  carefully  scrutinized  in  this  area 
and  more  importantly,  should  be 
fully  understood  by  the  purchasers. 

With  the  1986  “editorial” 
changes  in  blanket  bond  format,  it 
must  be  remembered  that  loss 
payments  by  the  insurance  carrier 
decrease  the  limits  provided  by  the 
bond,  dollar  for  dollar.  This  could 
well  be  an  inducement  for  pur¬ 
chasing  higher  limits  of  bond 
coverage  at  inception. 

Several  coverage  improvements 
are  available  for  very  little,  if  any, 
additional  premium  charge.  Three 
examples — an  extended  notice  of 
cancellation  or  non-renewal  by  the 
insurance  carrier,  beyond  the  stan¬ 
dard  60  days’  notice;  revising  the 
bond’s  limitation  of  coverage  for 
precious  metals  from  “in  bars  or 
ingots”  to  “precious  metals  in  any 
form”;  and,  inclusion  of  coverage 
for  dishonesty  involving  any  or  all 
of  the  bank’s  employee  benefit  plan 
programs — are  representative  of 
easily  negotiable  aspects  of  cover¬ 
age.  (Banks  are  granted  a  regula¬ 
tory  exemption  from  ERISA-man¬ 
dated  employee  dishonesty  cover¬ 
age,  but  most  blanket  bond  insur¬ 
ance  carriers  will  include  this 
coverage  for  no  additional  premium 
charge.) 

Directors'  and  Officers'  Liability 
Insurance 

Surely,  one  of  the  bank  insur¬ 
ance  purchaser’s  biggest  headaches 
is  the  proper  maintenance  of  di¬ 
rectors’  and  officers’  liability  in¬ 
surance.  With  little  control  or  input 
over  pricing  and  deductible  as¬ 
pects,  many  insurance  purchasers 
have  felt  rather  helpless  at  renewal. 


There  are  relatively  few  writers  of 
bank  D&O  coverage  and  very  little 
flexibility  exists  with  respect  to 
premium  and  coverage  aspects. 
Further,  underwriters  impose 
rather  substantial  increases  in  de¬ 
ductible  amounts  at  each  renewal, 
especially  in  the  corporate  reim¬ 
bursement  coverage  aspect.  Well- 
regarded  banks  may  have  some 
negotiating  ability  with  respect  to 
discovery  clause  provisions,  out¬ 
side  directorship  coverage  for  non¬ 
profit  boards,  some  modification  of 
an  otherwise  broad  professional 
services  errors  and  omissions  ex¬ 
clusion,  an  extended  notice  of  the 
insurance  carrier’s  intentions  on 
cancellation  or  nonrenewal  and 
perhaps  some  aspects  of  the  rather 
standard  “regulatory  exclusion.” 
(Incidentally,  it  has  been  said  that 
the  FDIC  is  currently  appealing  the 
wording  of  the  regulatory  exclusion 
as  being  against  public  policy.) 

With  respect  to  D&O  insurance, 
never  could  a  stronger  case  be 
made  for  the  importance  and  effort 
of  the  insurance  purchaser’s 
knowledge  of  the  underwriter  and 
the  underwriting  process.  Those 
banks  which  are  personally  known 
to  the  underwriter  will  undoubtedly 
fare  best  with  respect  to  maximum 
coverage  at  minimum  cost.  There¬ 
fore,  those  banks  which  can  de¬ 
velop  close  underwriter  relation¬ 
ships  will  receive  the  best  attention 
at  renewal  time. 

Property  Insurance  Aspects 

It  is  important  that  the  bank 
protect  its  real  and  personal  prop¬ 
erty  assets  with  insurance  cover¬ 
age,  as  well  as  improvements  and 
betterment  in  leased  locations. 
Additionally,  many  bank  insurance 
purchasers  are  surprised  to  find 
that  lease  agreements  (perhaps 
executed  long  ago)  make  the  bank 
responsible  for  insuring  buildings 
leased  by  the  bank  through  a  land¬ 
lord.  (It  is  of  course  much  better  to 
determine  this  in  advance  of  an  in¬ 
curred  loss.) 

Rather  than  a  specific  scheduled 
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Locating  Blanket  Bond  and 
D  &  O  Liability  Coverage 

Turbulent  market  conditions,  record 
levels  of  bank  closings  and  sky¬ 
rocketing  losses  have  combined  to 
make  the  basic  bank  insurance  cover¬ 
ages  more  expensive  and  harder  to 
find.  The  number  of  insurance  car¬ 
riers  offering  blanket  bond  and  D  &  O 
liability  coverage  have  dwindled  to  a 
precious  few.  Moreover,  many  of  the 
remaining  carriers  offer  only  limited 
coverage,  and  then  only  to  institu¬ 
tions  meeting  specific  criteria. 

The  situation  has  been  alleviated 
somewhat  by  the  advent  of  “captive” 
insurance  companies.  These  are  com¬ 
panies  started  by  banks  pooling  cap¬ 
ital  funds  in  an  effort  to  free  them¬ 
selves  from  the  volatility  of  the  insur¬ 
ance  market  and  gain  some  measure 
of  control  over  their  own  destinies. 
Substantial  capital  participation  is  a 
requirement  of  coverage  under  cap¬ 
tive  programs.  Due  to  this,  and  the 
cost  of  reinsurance,  they  do  not 
necessarily  provide  better  or  lower 
cost  coverage  overall.  They  are,  how¬ 
ever,  an  option  worth  investigating. 

The  list  presented  below  of  nation¬ 
wide  carriers  who  provide  blanket 
bond  and  D  &  O  liability  coverage  is 
meant  as  an  aid  to  bankers  in  locating 
these  coverages.  The  list  is  not  in¬ 
tended  to  be  comprehensive — there 
are,  for  example,  a  number  of  carriers 
that  offer  these  policies  regionally. 

We  have  noted  which  of  the  carriers 
listed  are  captive  companies. 

The  carriers  listed  offer  different 
terms  under  different  conditions. 
Contact  the  carriers  through  their 


agents  for  specifics.  Captive  com¬ 
panies  should  be  contacted  by  the 
bank  itself  as  many  of  them  will  not 
through  brokers. 

Some  Major,  Nationwide  Writers  of 
Bank  D  &  O  and  Financial  Institution 
Blanket  Bond  Coverages 
Directors’  and  Officers’  Liability 
Insurance 

Aetna  Casualty  &  Surety 
Bankers  Insurance  Company,  Ltd. 

(Captive) 

Chubb  Group 
CNA  Financial  Corp. 

Executive  Risk  Insurance  Company 
(Captive) 

Financial  Institution  Reserved,  Ltd. 
(Captive) 

National  Union  (American 
International  Group) 

Progressive  Companies  (ABA 
Captive  program) 

Various  London  Syndicates 

Financial  Institution  Blanket  Bond 

Aetna  Casualty  &  Surety 
Bankers  Insurance  Company,  Ltd. 

(Captive) 

Chubb  Group 
CNA  Financial  Corp. 

Fidelity  &  Deposit  Company  of 
Maryland 

National  Union  (American 
International  Group) 

Progressive  Companies  (ABA 
Captive  program) 

Reliance  Insurance  Group 
The  St.  Paul  Companies,  Inc. 

Various  London  Syndicates 


insurance  amount  for  “direct  dam¬ 
age”  insurance  for  each  building 
and  contents  location,  it  is  possible 
to  purchase  a  single  blanket  limit  of 
insurance  coverage  which  basically 
incorporates  the  total  value  of  all 
buildings,  contents  and  improve¬ 
ments  for  all  locations.  If  the  insur¬ 
ance  carrier  is  satisfied  that  these 
limits  are  fairly  representative  of 
either  replacement  costs  or  actual 
cash  valuation  (depending  upon  the 
basis  on  which  the  bank  decides  to 
insure),  it  is  further  possible  for  the 
bank  to  obtain  an  “agreed  amount 
endorsement,”  which  effectively 
abrogates  the  penalty  provisions  of 
the  co-insurance  clause,  which  is  a 
normal  part  of  most  property  insur¬ 
ance  policies.  The  capability  to 
avoid  a  potential  penalty  in  ad¬ 
vance  should  be  of  great  interest  to 
the  insurance  purchaser. 

Often  overlooked  and  misunder¬ 
stood  by  banks  is  the  “time  ele- 
ment”(a//er  a  direct  loss)  exposure 
aspect.  Unless  there  are  exten¬ 
uating  circumstances,  most  banks 
do  not  need  a  large  limit  for  busi¬ 
ness  interruption  insurance  (except 
for  income-producing  services 
housed  away  from  normal  banking 
premises).  Most  banks,  however, 
do  have  “fixture  expense”  time 
element  exposure,  and  need  the  in¬ 
surance  proceeds  from  the  pur¬ 
chase  of  extra  expense  insurance  to 
continue  operations  temporarily 
away  from  damaged  premises  after 
a  “direct  damage”  loss.  Several 
important  points  should  be  made 
concerning  extra  expense  insur¬ 
ance: 

■  Like  other  time  element 
coverages,  no  claims  may  be  made 
unless  the  direct  damage  to  the 
property  is  a  covered  claim.  For 
example,  if  an  earthquake  is  the 
cause  of  the  loss,  extra  expense 
proceeds  are  not  available  unless 
earthquake  insurance  has  been 
purchased  by  the  bank.  (In  other 
words,  if  the  direct  damage  is  not  a 
covered  loss,  then  the  bank  will  not 
be  able  to  submit  an  extra  expense 
claim.) 


■  Most  extra  expense  insurance 
is  to  be  written  with  a  percentage 
recovery  limitation  for  the  first  30 
days,  the  first  60  days  and  the  first 
90  days  following  the  direct  damage 
loss.  If  a  limit  of  $100,000  has  been 
purchased  for  extra  expense,  the 
insurance  carrier  is  usually  respon¬ 
sible  for  paying  only  40%,  or 
$40,000  during  the  first  30  days 
following  a  loss;  80%  ($80,000)  in 
the  first  60  days  after  the  direct 
damage  loss,  etc.  Many  carriers 


will  delete  these  percentage  recov¬ 
ery  limitations — often  for  no  addi¬ 
tional  premium  charge. 

■  It  is  best  to  purchase  extra  ex¬ 
pense  insurance  on  a  blanket  basis. 
This  means  that  the  limit  purchased 
could  be  applied  to  any  covered  lo¬ 
cation  needing  the  insurance, 
rather  than  the  insurance  purchaser 
trying  to  assign  individual  limits  for 
scheduled  locations. 

(Continued  on  page  18) 
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From  high-tech  computer  fraud  to  new  variations  on  the  classic  hold¬ 
up,  people  are  continually  discovering  new  v/ays  to  get  money  out  of  a  bank. 

That’s  why  F&D’s  Comprehensive  Protection  Program  ranges  from 
crime,  property  and  casualty  coverage  to  directors’  and  officers’  liability. 

Ask  your  agent  or  broker,  or  write; 

Mr.  A.  Macdonald  Rees,  Marketing, 

P.Q  Box  1227,  Baltimore,  Maryland  21203. 


IheQdelitvaiul 
DepositCompanies 


Other  key  property  insurance 
areas  are  mail  insurance  (make  sure 
the  “per  package”  and  “per  ad¬ 
dressee”  limits  are  adequate); 
transit  insurance  (coverage  for  food 
stamps  can  be  provided  here);  and 
auto  physical  damage  (take  the 
largest  possible  deductible  for  this 
coverage  and  constantly  consider 
self-funding,  as  losses  are  rather 
predictable);  and  it  is  important  to 
make  certain  that  foreclosed  prop¬ 
erties  and  trust  department  prop¬ 
erties  are  properly  covered.  Inter¬ 
nal  communication  is  obviously 
quite  vital  to  the  insurance  pur¬ 
chaser  in  making  certain  that  these 
properties  are  appropriately  cov¬ 
ered.  There  are  several  programs 
available  for  providing  coverage  on 
an  automatic  reporting  basis,  which 
bypasses  the  inefficient  manner  of 
purchasing  individual  policies  for 
individual  properties. 

Liability  Insurance 

To  a  greater  or  lesser  extent, 
property  insurance  losses  may  be 
calculated,  at  least  with  respect  to 
maximum  loss  potential.  However, 
it  is  impossible  to  calculate  the  loss 
potential  of  liability  insurance 
claims.  Therefore,  the  well-pro¬ 
tected  bank  will  purchase  substan¬ 
tial  limits  of  liability  insurance 
coverage,  and  the  most  efficient 
manner  in  which  to  do  this  is 
through  an  umbrella  liability  pol¬ 
icy.  This  policy  will  dictate  the 
limits  required  for  the  primary 
(underlying)  auto  liability,  general 
liability  and  employers’  liability 
coverages.  Probably  more  so  than 
any  other  insurance  coverage,  um¬ 
brella  liability  policies  fluctuate 
with  the  cycles  of  the  insurance 
marketplace.  (When  the  market¬ 
place  is  “soft,”  premiums  drop, 
and  when  the  marketplace  is 
“hard,”  premiums  increase,  usu¬ 
ally  substantially.)  The  umbrella 
coverage  should  be  written  on  a 
“pay  on  behalf  of’  claims  payment 
basis,  rather  than  the  more  limited 
“indemnification”  claims  payment 
basis.  Further,  any  excluded  expo¬ 


sures  should  be  fully  understood  by 
the  insurance  purchaser.  Many 
umbrella  insurance  carriers  will 
exclude  coverage  for  properties 
which  are  managed  by  the  bank  in  a 
fiduciary  capacity — trust  depart¬ 
ment  property  would  fit  this  cate¬ 
gory.  This  is  fine  if  the  insurance 
purchaser  does  not  intend  to  have 
the  umbrella  policy  cover  these 
properties.  If  a  separate  policy  is 
not  also  purchased,  however,  and 
the  exposure  exists,  then  this 
would  represent  a  major  gap  in 
coverage.  There  are  no  known  reli¬ 
able  guidelines  for  exactly  how 
much  umbrella  limits  should  be 
purchased,  but  keep  in  mind  that 
the  coverage  represents  cata¬ 
strophic  liability  insurance  protec¬ 
tion. 

Business  auto  liability  coverage 
is  generally  mandated  by  the  indi¬ 
vidual  states.  The  coverage  is  fairly 
cut  and  dried,  but  it  is  important 
that  it  cover  not  only  autos  owned 
by  the  bank,  but  also  autos  hired  by 
the  bank,  repossessed  by  the  bank, 
or  nonowned  by  the  bank  (this  lat¬ 
ter  category  refers  to  instances 
where  employees  use  their  per¬ 
sonal  cars  on  bank  business). 

Employer’s  liability  insurance  is 
a  little-recognized  additional 
coverage  provided  under  workers’ 
compensation  policies.  Most  states 
take  a  firm  position  that  if  an  em¬ 
ployee  collects  workers’  compen¬ 
sation  benefits,  he  can  not  also  sue 
his  employers  for  liability  (failure 
to  provide  a  safe  work  place). 
Nevertheless,  AIDS  and  other  oc¬ 
cupational  diseases  pose  substantial 
future  threats  in  this  regard. 

General  or  “public”  liability  in¬ 
surance  protects  the  bank  against 
suits  brought  by  nonemployee 
members  of  the  public.  There  are 
numerous  coverage  extensions 
available  and  many  negotiable  as¬ 
pects  of  this  coverage.  Each  bank’s 
exposure  situation  must  be  care¬ 
fully  reviewed  in  this  regard,  in¬ 
cluding  exposures  arising  out  of 
foreclosed  property,  repossessed 
personal  property  and  vehicles  and 


other  related  exposures.  Any  expo¬ 
sures  which  are  not  specifically  ad¬ 
dressed  by  insurance  coverage 
should  be  fully  understood  by  the 
insurance  purchaser. 

Most  insurance  carriers  exclude 
liability  arising  out  of  the  use  of 
owned  or  nonowned  aircraft  from 
general  liability  policies.  Certainly, 
if  there  are  owned  aircraft,  specific 
insurance  coverage  on  this  liability 
exposure  should  be  obtained;  even 
if  there  are  no  owned  aircraft,  the 
bank’s  occasional  use  of  chartered, 
leased  or  even  borrowed  aircraft 
should  result  in  the  purchase  of  an 
aircraft  nonownership  liability 
policy.  There  are  seldom  minor  air¬ 
craft  bodily  injury/property  damage 
claims,  and  even  if  the  bank  is  only 
chartering  the  aircraft,  it  is  a  safe 
bet  that  it  will  be  named  in  any  suit 
involving  bodily  injury  or  property 
damage  negligence. 

Generally,  the  purchase  of  a  kid¬ 
nap  ransom/extortion  policy  is  a 
wise  idea,  and  relatively  speaking, 
premiums  are  not  substantial  for 
this  coverage.  Many  banks  choose 
to  purchase  a  business  travel  acci¬ 
dent  coverage  policy  to  provide  an 
additional,  noncontributing  source 
of  income  to  employees  and/or  di¬ 
rectors  injured  in  the  course  of 
business  travel  for  the  bank’s  ben¬ 
efit. 

Conclusion 

Managing  a  bank’s  insurance 
program  is  no  longer  a  simple  task. 
To  do  it  appropriately  requires  a 
substantial  time  commitment  by 
the  responsible  individuals.  It  is 
also  helpful  to  obtain  outside  input 
on  the  many  technicalities  involved 
as  well  as  help  with  planning  ex¬ 
piration  dates  and  devising 
strategies  for  maximizing  coverage 
and  minimizing  costs.  More  and 
more,  banks  recognize  the  benefits 
of  devoting  a  proper  amount  of 
time  to  this  function.  Certainly,  a 
high  level  of  insurance  coverage 
knowledge  is  required,  as  well  as  a 
complete  understanding  of  the 
psychology  of  relationships.  BAI 
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Interactive  'terminals: 

Financial 
Institutions 
Respond  Slowly 


By  Marjolijn  van  der  Velde 

Managing  Director 
Retail  Financial  Services  Group 
Bank  Administration  Institute 
Rolling  Meadows,  Illinois 

With  characteristic 
caution,  the  banking 
industry  has  re¬ 
sponded  to  inter¬ 
active  video  more  slowly  than  the 
retail  marketplace.  Larry  B. 
Lockwood,  president  of  Interna¬ 
tional  Financial  Systems,  Inc.,  has 
stated  that  financial  institution 
deployment  of  interactive  video 
terminals  will  represent  only  10% 
of  the  eventual  total.  Yet  in  this  re¬ 
gard,  notes  Lockwood,  “the 
banker  need  not  be  the  ‘guinea  pig’ 
with  this  technology.  Rather,  the 
banker  will  be  part  of  the  parade 
.  .  .  The  American  consumer  will 
be  using  interactive  video  in  the 
post  office,  in  stores,  at  travel 
agencies,  at  work  for  training,  at 
museums  for  information,  and  will 
know  how  it  works  and  accept  its 
benefits.” 

Despite  overall  financial  institu¬ 
tion  caution,  some  banks  have  been 
active  with  experimental  efforts. 
Early  in  1985,  The  First  National 
Bank  of  Chicago  installed  two  in¬ 
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formational  interactive  video  ter¬ 
minals  that  were  followed  soon 
thereafter  by  terminals  providing 
IRA  planning.  Usage  has  been  rel¬ 
atively  high.  The  bank  reported 
1 ,800  daily  users  of  the  IRA  system 
with  four  terminals  servicing  as 
many  as  200  per  day.  As  a  result  of 


those  early  installations.  First  Chi¬ 
cago  rolled  out  its  ‘‘First  Informa¬ 
tion  Bank”  in  1986  to  replicate  a 
salesperson’s  interaction  with 
customers.  But  is  First  Chicago’s 
program  generating  greater  finan¬ 
cial  institution  interest  in  inter¬ 
active  terminals? 


21 


BANK  ADMINISTRATION 


General  Inveetments  Employee  Loans  FInancitf  Insurwice 
Bank  Training  Planning 

Information 


Shifts  In  Level  of  Involvement 

Rapid  shifts  in  involvement  dur¬ 
ing  the  experimental  stage  of  any 
technological  advance  are  com¬ 
mon,  and  in  this  regard  the  banking 
industry  reacted  predictably,  ac¬ 
cording  to  BAI’s  1986  and  1987  in¬ 
teractive  terminal  surveys.  As 
shown  in  Figure  1,  although  the 


number  of  institutions  indicating 
involvement  with  the  technology 
was  down  just  slightly  (70%  vs, 
74.4%),  institutions  with  fully  op¬ 
erational  programs  decreased  from 
11%  to  5%,  and  only  48.3%  of  the 
banks  acknowledged  research  ac¬ 
tivity.  Thus,  an  increasing  wariness 
toward  the  technology  is  evident. 


Somewhat  offsetting  these  deci¬ 
sions  were  a  rise  in  the  number  of 
respondents  with  pilot  programs 
(from  7.3%  to  11.7%)  and  a  rise 
among  those  in  the  implementation 
phase  (2.4%  to  5%). 

Services  on  the  Rise 

Despite  the  downward  shift  in  in¬ 
teractive  video  involvement,  banks 
increasingly  are  offering  service 
variety.  Figure  2  shows  that  more 
than  71%  of  banks  providing  ter¬ 
minals  (up  almost  seven  percentage 
points  from  1986)  offer  general 
bank  information,  while  66.7%  (up 
almost  14  points)  listed  environ¬ 
ments  next.  In  addition,  a  majority 
of  the  responding  banks  with  inter¬ 
active  video  terminals  indicated 
they  offer  four  services,  whereas  in 
1986,  the  majority  offered  only 
two. 

Interest  in  providing  new  ser¬ 
vices  through  interactive  video  has 
risen  dramatically  among  banks 
either  in  the  research  phase  or  not 
yet  offering  terminal  access.  These 
results  are  depicted  in  Figure  3. 

Terminal  Placement 

Among  banks  with  fully  oper¬ 
ational  programs,  pilot  operations 
or  implementation  efforts,  the  1987 
survey  uncovered  an  increase 
(6.7%  to  11.1%)  in  the  number  of 
interactive  terminals  in  retail  loca¬ 
tions.  On  the  surface,  that  would 
appear  to  parallel  in  some  degree 
the  shift  in  ATMs  from  bank  lob¬ 
bies  to  off-premise  locations  as  that 
technology  gained  acceptance.  A 
more  realistic  explanation,  how¬ 
ever,  considers  retail  interest  in, 
and  ability  to,  deploy  interactive 
video  terminals.  The  rapid  expan¬ 
sion  of  retail  kiosks  in  malls  and 
other  high-traffic  areas  provides 
banks  with  a  sharing  opportunity 
unparalleled  in  ATM  deployment. 
That  such  sharing  may  be  at  the 
root  of  banks’  retail  location  inter¬ 
est  suggests  at  least  one  facet  of 
deployment  strategy  meriting  fur¬ 
ther  investigation.  The  locations 
banks  are  considering  for  inter- 
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active  video  terminals  indicates  an 
even  more  dramatic  shift  toward  a 
retail  orientation  (See  Figures  4  and 
5). 

Marketing  Value  Stressed 

Responses  to  the  1987  survey  re¬ 
flect  the  benefits  accruing  from  re¬ 
search  and  experiments.  Banks  in¬ 
creasingly  stressed  the  marketing 
advantages  of  interactive  video, 
relegating  to  less  important  status 
internal  issues  such  as  increased 
sales  staff  productivity,  reduced 
operating  costs  and  improved  em¬ 
ployee  training.  The  following  list 
shows  the  percentages  of  user 
banks  reporting  various  benefits: 
General  sales  leads  57.1% 

Meet  customer  wants/needs  45.2% 
Enhance  bank  image  33.3% 

Handle  routine  inquiry  28.6% 
Measure  customer  interest 

in  new  technology  14.3% 

Increase  sales  staff 

productivity  14.3% 

Delivery  consistent 

information  14.3% 

Reduce  operating  costs  1 1 .9% 
Improve  employee  training  9.5% 

Summary 

What’s  ahead  for  interactive 
video  in  the  banking  industry?  As 
of  this  writing,  the  technology  must 
be  judged  experimental  with  the 
potential  for  effective  implementa¬ 
tion.  But  two  major  questions  de¬ 
mand  answers  if  the  technology  is 
to  be  spared  banishment  to  the  cor¬ 
porate  cornfield.  First,  can  banks 
develop  the  effective  blend  of  in¬ 
teractivity  and  quality  images  that 
will  hold  the  consumer’s  interest 
long  enough  to  make  essential 
points,  gather  leads  and  sell  prod¬ 
ucts?  Second,  will  a  sufficient 
number  of  consumers  use  the  ter¬ 
minals  repeatedly  for  banking 
transactions  to  justify  the  technol¬ 
ogy  economically? 

A  third,  paradoxical  issue  also 
commands  attention.  Although  in¬ 
teractive  video  might  well  possess 
the  needed  flexibility  and  the  ROI 
potential  to  finally  establish  elec¬ 
tronic  delivery  of  banking  products 


Figure  4.  Current  Placement  of  Terminals. 
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Figure  5.  Sites  Under  Consideration. 
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and  services,  it’s  also  one  of  the 
most  costly.  How  long  will  an  ex¬ 
perimentation-weary  management, 
charged  with  the  health  of  the  bot¬ 
tom  line,  continue  to  underwrite 
electronic  delivery  testing  and  de¬ 
velopment?  In  the  final  analysis, 
the  “race”  being  run  by  interactive 
video  within  the  banking  industry 
may  not  be  with  consumers’  tol¬ 


erance  for  change,  but  with  the  pa¬ 
tience  of  top  management.  BAI 


This  article  is  an  excerpt  from  the 
research  report,  A  Banker’s  Primer 
to  Interactive  Terminals,  published 
by  Bank  Administration  Institute. 
For  further  information  call  BAI’s 
Customer  Service  Center  at 
(800)323-8552. 
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Nothing  causes  more  stress 
than  waiting.  Especially  if  the 
answer  you’re  waiting  for  puts  off 
a  decision  that 
could  move  your 
bank  ahead. 


Or  keeps  you  from  making 
a  safei;  more  profitable  loan. 

Or  makes  you  miss  an 
opportunity  to  increase  profits. 

That’s  why  Sheshunoff  has 
harnessed  the  power  of  your 
personal  computer. 

So  now  you  can  do  your 
financial  plan  or  budget  faster 
and  easier  And  track  your  actual 
progress  against  it. 

You  can  make  your  loan 
portfolio  safer  and  more  profit¬ 
able  Make  more  money  from 
your  safe  deposit  operations. 
And  prepare  your  Call  Report 
in  less  time  with  fewer  errors. 


Every  bit  of  your  software 
is  backed  by  a  real  live  person 
who  knows  it,  and  the  bank¬ 
ing  business,  backwards  and 
forwards. 

So,  if  you  need  help,  just 
caU  (512)  472-2244. 

We’ll  help  you  choose  the 
software  that  best  meets  your 
needs.  And  we’ll  still  be  here 
after  you  get  it  to  answer  your 
questions  and  help  you  solve 
any  problems  you  may  have 


Our  Unreasonable  Guarantee 

If  after  60  days  you  don’t 
love  your  Sheshunoff  Software, 
we  own  it 

So  call  Russell  Young  now 
to  get  yours. 


Write  8  on  Reader  Service  Card 


International  Loans: 

A  Case  of  Iferd  Behavior 
Among  Banks? 
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By  Arvind  K.  Jain 

Associate  Professor 
McGill  University 
Montreal,  Quebec 


Since  1982,  when  the  debt 
problems  of  developing 
countries  became  acute, 
banks,  international  agen¬ 
cies  and  many  governments  have 
sought  to  understand  why  the  crisis 
developed  and  what  can  be  done 
about  it.  Most  unbiased  observers 
agree  that  global  economic  shocks 
and  internal  policy  mistakes,  along 
with  some  imperfections  in  the 
capital  markets,  caused  the  debt 
crisis. 

Creating  problems  for  banks  was 
the  fact  that  most  of  the  loans  were 
in  the  form  of  floating  rate  euro¬ 
dollar  commitments.  With  such 
loans,  the  risk  of  changes  in  global 
economic  conditions  rests  with  the 
borrower,  not  with  the  lender  on 


medium-sized  banks  that  had  fol¬ 
lowed  the  big  banks  into  this  mar¬ 
ket  were  obliged  to  make  lending 
decisions  without  past  experience, 
theory  or  explicit  regulations  to 
guide  them.  There  was  uncertainty 
about  how  loan  limits  to  the  coun¬ 
tries  should  be  set,  and  often  the 
volume  of  total  obligations  of  a  bor¬ 
rower  was  not  known.  The  bank 
regulators  themselves  were  uncer¬ 
tain  about  how  deeply  the  commer¬ 
cial  banks  were  involved  with  the 
developing  countries,  how  the  risks 
of  these  loans  should  be  assessed 
and  the  best  regulatory  responses 
regarding  the  expansion  of  these 
loans. 

Strategy  Considered  Safe 

To  reduce  their  uncertainty, 
banks  may  have  adopted  as  safe  the 
strategy  of  “looking  like  everyone 
else.”  This  may  have  protected  in¬ 
dividual  banks  against  selective 
actions  by  regulatory  authorities 


the  market,  so  the  lending  behavior 
of  commercial  banks  came  under 
fire  from  some  quarters  as  having 
been  irrational  and  inefficient. 
More  specifically,  commercial 
banks  are  supposed  by  some  ob¬ 
servers  to  have  shown  herd  be¬ 
havior  in  lending  to  the  borrowing 
countries,  with  some  banks  blind¬ 
ly  following  other  banks  into  the 
international  loan  market.  Such 
behavior  may  have  resulted  in 
countries  receiving  more  loans  than 
they  could  have  been  expected  to 
repay. 

This  “follow  the  leader”  be¬ 
havior  may  have  been  perfectly  ra¬ 
tional  from  the  perspective  of  in¬ 
dividual  banks  without  taking  into 
account  the  implications  for  the 
economy.  The  uncertainty  in  the 
global  banking  environment  after 
the  oil  price  shocks  of  the  1970s 
may  have  encouraged  the  banks  to 
look  at  the  behavior  of  the  leaders 
in  the  industry.  Many  small  and 
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and  may  have  given  all  banks  an 
equal  interest  in  negotiating  with 
borrowers  in  case  of  potential  de¬ 
faults.  For  smaller  banks,  there 
was  additional  security  in  participat¬ 
ing  in  syndicated  loans  arranged 
by  larger  banks:  the  smaller  banks 
could  rely  upon  the  information 
analyses  that  may  have  been  done 
by  the  larger  ones.  Such  apparent 
herding  led  to  two  criticisms  about 
bankers’  behavior:  first,  some 
banks  were  assumed  to  have  fol¬ 
lowed  other  banks  without  their 
own  analyses,  and  second,  the 
herding  behavior  was  supposed  to 
be  irrational  or  undesirable  from  an 
economic  perspective. 

Lending  to  the  same  customer 
does  not  necessarily  imply  ir¬ 
rationality  or  inefficiency.  If  mar¬ 
kets  are  promising  and  compe¬ 
titive,  each  bank’s  analysis  and 
strategy  will  lead  it  to  try  to  capture 
its  share  of  a  new  market.  Banks’ 
behavior  can  be  categorized  as 
herding  only  if  they  failed  to  carry 
out  market  analyses  and  blindly 
followed  other  banks  into  the  inter¬ 
national  loan  market. 

A  closer  look  at  whether  herding 
existed  is  useful  for  bank  reg¬ 
ulators;  how  bank  behavior  is  to  be 
regulated  in  the  future  will  depend 
at  least  partially  upon  how  banks 
behave  in  the  absence  of  regula¬ 
tion.  More  important,  it  will  be 
useful  for  bankers  who  must  make 
decisions  in  an  uncertain  environ¬ 
ment  with  incomplete  information. 
Banks  need  to  understand  the  im¬ 
plications  of  following  the  behavior 
of  their  competitors,  without  doing 
their  own  analyses  before  making 
decisions  which  can  have  long-term 
effects  on  their  banks. 

Expansion  of  International 
Exposures 

Two  measures  point  to  a  strong 
parallel  growth  of  banks’  interna¬ 
tional  exposures  as  well  as  some 
differences  in  the  strategies  of  the 
banks.  First,  ratios  of  international 
loans  to  assets  or  to  bank  capital 
for  banks  of  three  different  sizes 


show  a  heavy  commitment  among 
all  types  of  banks  to  these  loans  as 
well  as  differences  in  the  extent  to 
which  each  group  committed  itself: 
in  terms  of  market  share  and  com¬ 
mitted  capital,  the  larger  banks 
were  much  more  heavily  involved 
than  the  smaller  ones. 

Second,  the  correlations  among 
the  growth  rates  of  the  interna¬ 
tional  exposures  of  the  three 
groups  of  banks  show  similar 
growth  in  the  exposures  for  only 
about  half  the  time  periods  covered 
in  this  study. 

These  two  measures  indicate 
some  parallelism  in  banks’  lending 
behavior  as  well  as  some  inde¬ 
pendence  in  that  behavior.  Smaller 
banks  lent  smaller  proportions  of 
their  capital  or  asset  base  to  the  de¬ 
veloping  countries,  but  concen¬ 
trated  their  loans  to  fewer  coun¬ 
tries.  The  three  groups  of  banks 
were,  however,  lending  to  the  same 
group  of  countries.  Perhaps  it  is 
this  factor,  along  with  some  sim¬ 
ilarities  in  the  growth  rates  of  the 
exposures,  that  appeared  to  ob¬ 
servers  as  herding. 

Old  Herding  Exist? 

Banks’  portfolio  decisions  have 
been  subjected  to  considerable 
testing  in  search  for  further  evi¬ 
dence  of  herding.  Using  advanced 
statistical  techniques,  one  study 
has  examined  if  loans  given  by  dif¬ 
ferent  banks  to  individual  bor¬ 
rowing  countries  can  be  said  to 
have  causal  links.  The  study  failed 
to  find  such  links.  A  second  group 
of  studies  have  examined  the  influ¬ 
ence  of  economic  and  political 
variables  on  the  behavior  of  banks 
of  different  sizes.  Again,  the  con¬ 
clusion  is  that  banks  of  different 
sizes  make  decisions  in  different 
manners. 

Finally,  by  examining  the  paral¬ 
lel  growth  of  U.S.  banks’  loans  to 
developing  countries,  it  appears 
that  while  the  exposures  of  banks 
of  different  sizes  were  found  to 
have  grown  concurrently,  more 
likely  than  not,  this  was  in  response 


to  growing  markets.  Banks  of  dif¬ 
ferent  sizes  may  have  had  access  to 
the  same  pool  of  information,  but 
the  weight  that  each  bank  put  on 
different  variables  in  this  informa¬ 
tion  set  seemed  to  have  varied  with 
its  size. 

It  is  difficult  to  characterize  such 
behavior  as  irrational.  In  competi¬ 
tive  markets,  competing  firms  can 
be  expected  to  make  defensive  as 
well  as  offensive  moves,  including 
entering  markets  that  competitors 
enter.  Such  reactive  moves  can  be 
termed  economically  irrational 
only  for  firms  that  ignore  all  market 
information  other  than  their  com¬ 
petitors’  moves.  That  seems  not  to 
have  been  the  case  in  international 
banking  during  1977-82. 

Conclusion 

The  analysis  presented  here  has 
some  important  implications. 
Bankers  often  face  situations  in 
which  a  leading  competitor  under¬ 
takes  a  move  which  would  seem  to 
threaten  the  market  position  of 
other  banks,  unless  the  other  banks 
follow  the  leader.  Banks  often  re¬ 
spond  defensively  by  entering  new 
markets  just  to  defend  market  po¬ 
sition.  Banks  entry  into  the  real 
estate  investment  trust  market, 
their  rush  to  enter  the  countertrade 
market,  attempts  to  open  banks  on 
Saturdays  in  some  cities  and,  most 
currently,  banks’  attempts  to  enter 
the  small  business  as  well  as  the  in¬ 
vestment  banking  markets  are  all 
examples  of  such  behavior. 

The  important  thing  for  the 
banks’  decision  makers  to  realize  is 
that  it  is  not  the  follow-the-leader 
behavior  that  is  irrational,  but  it  is 
blindly  following  the  leader  that  is 
irrational.  Banks  may  ignore  the 
actions  of  their  competitors  only  at 
great  peril  to  themselves,  but 
blindly  assuming  that  competitors 
are  taking  the  right  steps  may  be 
equally  hazardous.  The  key  is  to 
use  competitors’  actions  as  one  of 
many  critical  elements  that  must 
enter  a  banker’s  decision-making 
process.  BAI 
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facilitator  approach  was  a  good 
one,  and  signed  up  for  meetings. 
“One  of  the  key  elements  that  de¬ 
termined  who  used  the  facilitator,” 
says  Sponski,  “was  the  amount  of 
change  that  was  expected  to  occur 
in  that  particular  area.  About  60 
percent  of  the  task  forces  used 
some  sort  of  team-building  ac¬ 
tivities.” 

To  avoid  territorial  psychology, 
team  meetings  were  scheduled  “on 
neutral  turf’  at  Williamsburg,  Vir¬ 
ginia,  halfway  between  the  pre¬ 
decessor  banks’  headquarters. 
Long-term  leases  were  signed  with 
Williamsburg  hotels  to  provide 
permanent  conference  rooms. 

“The  advantage  of  using  a  facil¬ 
itator,”  Sponski  says,  “is  that  he  is 
a  neutral  party.  He  made  sure  you 
kept  being  honest  with  one  an¬ 
other.  If  something  was  brought  up 
that  you  glossed  over,  he  kept 
probing  until  you  really  talked 
about  what  needed  to  be  ad¬ 
dressed.” 

For  instance,  Sponski  says,  op¬ 
erations  personnel  from  both  pred¬ 
ecessor  banks  might  have  had  ex¬ 
perience  with  conversions — going 
from  one  kind  of  software  applica¬ 
tion  program  to  another.  If  one  of 
the  banks  had  substantial  problems 
in  converting,  while  the  other 
didn’t,  Sponski  says,  the  first  bank 
would  have  a  lower  risk  threshold. 

“The  facilitator  helped  us  see 
that  the  real  issue  was  not  conver¬ 
sion,”  Sponski  says.  “Instead,  the 
issue  becomes  the  level  of  risk 
someone  is  willing  to  take.  Once 
you  understand  the  experiences 
someone  has  had,  you  have  an  in¬ 
sight  as  to  how  they  approach 
problems.” 

Sponski  says  the  facilitator  really 
helped  small  groups  from  both 
predecessor  organizations  build  a 
“new”  team.  In  the  process,  he  re¬ 
calls,  the  facilitator  helped  people 
explain  'the  accomplishments  that 
made  them  proud  of  their  former 
bank.  “As  one  senior  systems 
manager  put  it,”  Sponski  says, 
“she  learned  to  appreciate  her 


former  competitor’s  capabilities.” 
Dispelling  the  Fears 

Building  a  “team”  approach  to 
human  resources  was  a  key  factor 
in  making  the  merger  work,  ac¬ 
cording  to  Ray  Hinton.  The  merger 
was  announced  in  March,  1983,  but 
actually  did  not  take  place  until 
December  31  of  that  year.  Never¬ 
theless,  Hinton  recalls,  people 
were  concerned.  To  alleviate  those 
concerns,  three-year  contracts 
were  offered  in  March,  1983  to 
members  of  management’s  top 
strata — “25  or  so,”  Hinton  says. 
“For  the  next  level  of  manage¬ 
ment,  numbering  around  80  people, 
we  offered  them  a  contract  which 
provided  for  retention  bonuses. 
They  were  told  if  they  were  still 
here  when  the  merger  actually  hap¬ 
pened,  they’d  receive  a  bonus  of 
15%  of  pay  in  addition  to  anything 
else  they  were  entitled  to.  If  they 
were  still  here  one  year  after 
merger,  they  were  entitled  to  an 
additional  15%-of-pay  bonus.  That 
showed  key  people  they  were  im¬ 
portant  to  Sovran,  and  reassured 
them  we  weren’t  planning  to  elimi¬ 
nate  their  jobs;  in  fact,  they  knew 
they  were  critical  to  the  success  of 
the  new  entity.” 

The  Proactive  Approach 

One  way  Sovran  avoided  prob¬ 
lems,  Hinton  feels,  is  by  focusing 
on  the  new  entity  rather  than  the 
previous  ones.  “We  clearly  recog¬ 
nized  that  every  organization  has  a 
culture,”  he  says,  “but  instead  of 
undertaking  an  exercise  to  measure 
the  previous  banks’  cultures,  we 
spent  our  energy  focusing  on  de¬ 
veloping  a  culture  for  Sovran.  We 
agreed  before  the  merger  to  base 
pay  and  promotion  on  perfor¬ 
mance.  We  implemented  a  large 
number  of  incentive  programs.  We 
decided — and  publicized  that  deci¬ 
sion — to  promote  from  within  be¬ 
fore  recruiting  externally.  We  were 
willing  to  find  jobs  for  people  and 
transfer  them  around,  rather  than 
lay  them  off.  We  respected  individ¬ 
ual  employees.” 


One  tangible  way  that  respect 
was  visibly  shown:  the  creation,  for 
Sovran,  of  a  “cafeteria”  plan  for 
flexible  benefits — a  plan  which 
gave  Sovran  employees  options  on 
life  insurance,  survivor  income, 
dependent  life  insurance,  AD&D 
insurance  (for  employee  and  de¬ 
pendents),  medical  and  dental  ben¬ 
efits,  flex  fund,  vacation  and  thrift 
plan.  Employees  of  the  new  entity 
received  an  allowance  of  benefit 
dollars  which  they  could  spend  on 
these  options.  The  “cafeteria”  plan 
allowed  employees  to  reduce  cov¬ 
erage  in  the  areas  where  they  didn’t 
need  it,  and  increase  coverage  in 
those  are2is  in  which  they  did. 

Like  the  other  human  resources 
issues,  Hinton  says,  this  one  was 
decided  without  regard  for  which 
predecessor  bank’s  program  was 
“best”  or  “should  survive.”  In¬ 
stead,  the  team  from  both  earlier 
banks  worked  out  state-of-the-art 
personnel  policies,  communicating 
them  to  employees  through  a  new 
in-house  magazine.  A  “personal¬ 
ized  workbook”  and  a  confidential 
toll-free  hotline  for  employee 
questions  helped  explain  benefits. 

Sponski  and  Hinton  say  Sov¬ 
ran’s  approach  to  the  1983  merger 
worked  well  because  both  banks 
were  approximately  “equals,”  and 
because  they  were  competing  in  the 
same  market  area.  Later  Sovran 
mergers  (with  D.C.  National  Bank 
td  Suburban  Trust,  in  Maryland) 
leniented  the  same  process  of 
uiin^'i  >  'mployees  into  the  benefit 
program  through  use  of  the  Team 
magazine,  but  did  not  require  the 
facilitators  or  extensive  task  force 
involvement  of  the  1983  merger. 

Both  Sovran  executives  stress 
that  in  order  to  achieve  a  successful 
merger,  the  management  approach 
must  be  customized.  “There’s  no 
magic  cookbook  recipe  for  merging 
cultures,’’  Sponski  explains. 
“When  you’re  putting  together  two 
organizations,  you  have  to  figure 
out  how  they  should  interlock — 
and  you  have  to  do  it  before  you 
put  the  new  signs  up.”  BAI 
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Establishiim  Sound 


Policies  and  Procedures 

in  Bank  Trust 
Deoartmmts 


By  Duane  E.  Lee 

Administrative  Vice  President 
Manufacturers  and  Traders  Trust 
Company 
Buffalo,  New  York 


Assets  comprising  a 
trust  must  be  produc¬ 
tively  employed  to 
provide  the  dollar 
benefits  anticipated  or  required. 
The  proper  investment  of  trust 
funds  thus  plays  a  key  role  in  trust 
management,  and  carefully  estab¬ 
lished  policies  and  procedures  gov¬ 
erning  a  bank’s  trust  activities  can 
be  useful  in  maximizing  the  success 
of  trust  investments  while 
minimizing  potential  problems. 

What  guides  trustees  in  the 
search  for  proper  or  acceptable  in¬ 
vestments?  The  answer,  to  a  large 
extent,  is  statutory  law,  including  a 
landmark  decision  in  1830  by  the 
Massachusetts  Supreme  Judicial 
Court,  which  established  what  is 
known  as  the  “prudent  man 
rule” — a  requirement  that  a  trustee 
conduct  himself  faithfully,  exercise 
sound  judgment  and  observe  how 
“men  of  prudence,  discretion  and 
intelligence”  manage  their  own  in¬ 
vestments. 

In  addition  to  the  prudent  man 
rule,  or  perhaps  as  a  logical  exten¬ 
sion  of  it,  accepted  investment  pro¬ 
cedures  dictate  a  degree  of  diversi¬ 
fication  of  trust  assets  to  minimize 
the  risk  of  loss. 

Within  the  broad  framework  of 


investing  prudently  with  diversifi¬ 
cation,  I  believe  that  investment 
returns  commensurate  with  an  ap¬ 
propriate  level  of  risk  can  be 
achieved  by  a  capable  staff  and  a 
systematic  and  structured  deci¬ 
sion-making  process  that  judi¬ 
ciously  utilizes  selected  analytical 
procedures  and  portfolio  manage¬ 
ment  techniques. 

What  follows  is  a  guide  to  con¬ 
ducting  a  review  of  operational 
controls  and  to  instituting  or  mod¬ 
ifying  controls  where  needed  to  en¬ 
sure  that  the  system  is  operating 
effectively.  The  guide  is  organized 
in  the  form  of  a  questionnaire  to 
facilitate  quick  identification  of 
areas  that  may  require  attention  at 
your  bank. 


Organization  and  Management 
Policies 

1.  Does  the  investment  function 
have: 

■  An  organization  chart? 

■  Job  descriptions? 

■  Clear-cut  assignments  of  re¬ 
sponsibility? 

2.  Are  there  written  policies  cov¬ 
ering: 

■  Portfolio  composition? 

■  Limitations  or  prohibitions  on 


2J 


BANK  ADMINISTRATION 


I  . Mi'll*  ij|llTniijHH|l  |iiiH'  "  Ili|  i|ir  <  iiiiim  I  iiinir  Ti-  -|MHI  "  ~ 


Investment  returns  commensurate 
with  an  appropriate  level  of  risk  can 
be  achieved  by  a  systematic 
decision-making  process .  .  . 


7.  Where  an  outside  investment 
manager  is  responsible  for 
portfolio  transactions,  does  he 
obtain  for  the  bank  lower  com¬ 
mission  charges  by  combining 
transactions  in  the  same  secu¬ 
rity  for  several  of  his  clients? 

8.  Does  the  bank  utilize  secondary 
markets  to  effect  very  large 
transactions  at  the  most  favor¬ 
able  price? 


investment  types  or  techniques? 

■  Limitations  on  funds  available 
to  each  portfolio  manager  when 
there  is  more  than  one  manager? 

■  Conflicts  of  interest? 

■  Expected  investment  returns 
(based  on  relative  market  indica¬ 
tors  or  absolute  factors)? 

■  A  formal  portfolio  review  pro¬ 
gram? 

■  Limitations  on  portfolio  turn¬ 
over? 

■  Limitations  on  the  percentage 
of  funds  that  may  be  invested  in  a 
particular  security  or  group  of  se¬ 
curities? 

3.  Are  the  investment  activities  of 
each  portfolio  manager  treated 
as  a  separate  profit  center? 

4.  Has  management  evaluated  the 
alternatives  of  managing  the 
portfolio  internally,  compared 
to  engaging  one  or  more  exter¬ 
nal  money  managers? 

5.  In  selecting  an  outside  invest¬ 
ment  manager,  has  the  bank 
considered: 

■  Whether  he  has  a  stated  oper¬ 
ating  philosophy  (and,  if  so, 
whether  it  is  consistent  with  the 
bank’s  philosophy)? 

■  Past  performance  in  terms  of  a 
market  indicator? 

■  Past  performance  in  terms  of 
ability  to  meet  stated  performance 
goals? 

■  History  and  approach  toward 
investments? 

■  Recommendations  of  past  and 
present  clients  regarding  ability  to 
perform  basic  research,  execute 
trades  efficiently  and  satisfy 
clients’  needs? 


■  Dollar  value,  quality  and  types 
of  accounts  managed? 

■  Potential  conflicts  of  interest? 

■  Fee  schedule? 

■  Willingness  to  charge  fees 
based  (at  least  in  part)  on  portfolio 
performance? 

6.  Where  an  outside  investment 
manager  is  engaged,  are  pre¬ 
scribed  investment  policies 
communicated  to  him? 

7.  Are  controls  in  effect  whereby 
appropriate  officials  are  ap¬ 
prised  of  changes  in  the  business 
associations  and  financial  inter¬ 
ests  of  bank  directors,  trustees, 
advisors,  etc.,  which  could  give 
rise  to  potential  conflicts  of  in¬ 
terest? 


Buying  and  Selling 

1 .  Are  controls  in  effect  to  ensure 
that  purchase  and  sale  orders 
are  executed  accurately? 

2.  Are  controls  in  effect  to  verify 
that  transactions  are  executed 
promptly? 

3.  Are  payments  for  purchase 
transactions  deferred  until  the 
actual  settlement  date  in  order 
to  gain  greater  use  of  funds? 

4.  Are  brokerage  commissions  ne¬ 
gotiated? 

5.  Are  controls  in  effect  to  avoid 
excessive  trading  and  commis¬ 
sions? 

6.  Where  the  bank  is  purchasing  or 
selling  a  large  number  of  shares 
of  a  security  in  smaller  lots,  is 
the  commission  negotiated  on 
the  basis  of  the  total  transac¬ 
tion? 


Portfolio  Management: 
Information 

1 .  Are  cash  requirements  and  cash 
flow  projections  prepared  on  a 
regular  basis  to  enable  portfolio 
managers  to  maximize  the  use  of 
funds? 

2.  Do  portfolio  managers  have 
available,  on  a  timely  and  peri¬ 
odic  basis,  reports  containing 
the  following  information  re¬ 
quired  for  short-term  market 
strategy  decisions: 

■  Portfolio  concentration  by  in¬ 
dustry,  showing  dollar  and  per¬ 
centage  investments  in  particular 
industries? 

■  Portfolio  holdings  experienc¬ 
ing  higher  than  normal  trading  ac¬ 
tivity? 

■  Portfolio  performance  re¬ 
ports? 

3.  Are  reports  that  are  issued  to 
portfolio  managers  periodically 
reconciled  with  accounting  rec¬ 
ords  to  ensure  accuracy? 

4.  Has  management  considered 
using  computer  capabilities  to 
produce  required  information 
for  portfolio  managers  on  a 
timely  basis? 

5.  Where  there  is  more  than  one 
portfolio  manager,  is  there  ade¬ 
quate  communication  so  that  the 
managers  do  not  work  at  cross¬ 
purposes? 

Portfolio  Management:  Decision 
Control 

1.  Does  the  investment  function 
have  a  formal  long-range  in¬ 
vestment  strategy? 

2.  Does  management  provide 
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guidelines,  based  on  long-range 
strategy,  with  respect  to  in¬ 
vestment  vehicles,  industries  or 
even  specific  securities  that  may 
be  bought  or  sold  during  a  spec¬ 
ified  period? 

3.  Are  purchase  selections  of 
portfolio  managers  either  sub¬ 
ject  to  approval  by  management 
or  restricted  to  a  prescribed  list 
of  approved  securities? 

4.  Does  management  review  and 
approve,  on  a  periodic  basis,  all 
trading  activity  and  commit¬ 
ments  from  the  previous  period? 

5.  Is  the  size  of  the  portfolio  (or  of 
that  portion  of  the  portfolio  as¬ 
signed  to  a  particular  manager) 
maintained  at  a  manageable 
level? 

6.  Do  portfolio  managers  engage  in 
arbitrage  when  the  opportunity 
is  available? 

Portfolio  Management:  Revenue 
and  Expense 

1 .  Are  cash  balances  maintained  at 
levels  consistent  with  normal 
working  requirements,  whereby 
contingency  and  other  reserves 
are  invested? 

2.  Are  controls  in  effect  to  ensure 
that  proceeds  from  sales  of  se¬ 
curities,  dividends,  interest  and 
other  cash  receipts  are: 

■  Received  when  due? 

■  Recorded  in  a  manner 
whereby  portfolio  managers  are 
informed  promptly  that  such  funds 
are  available  for  investment? 

3.  Are  brokers  and  advisors  paid 
only  for  services  that  have  been 
requested  and  received? 

4.  Where  the  bank  utilizes  the  ser¬ 
vices  of  an  outside  organization 
to  handle  cash  receipts  and  dis¬ 
bursements,  custodian  func¬ 
tions,  etc.,  are  periodic  analyses 
performed  to  determine  whether 
the  fees  paid  are  consistent  with 
the  services  received? 

Portfolio  Management  Tax 
Considerations 

1 .  Is  adequate  consideration  given 
to  such  potential  tax  savings  as: 


■  Using  the  specific  identifica¬ 
tion  method  of  determining  the  cost 
of  securities  sold? 

■  Timing  sales  of  securities  so  as 
to  maximize  the  excess  of  net 
long-term  capital  gains  over  net 
short-term  capital  losses? 

■  Selling  and  repurchasing  ap¬ 
preciated  securities  to  offset  capital 
losses  or  to  obtain  the  benefit  of  a 
capital  loss  carryover  that  is  about 
to  expire? 

■  Investing  in  preferred  stocks 
of  domestic  corporations  rather 
than  bonds,  where  advantage  can 
be  taken  of  the  85%  dividends  re¬ 
ceived  deduction? 

■  Expensing  transfer  taxes  on 
securities  transactions? 

2.  Are  controls  in  use  to  ensure 
that  tax  planning  decisions  are 
effected? 

3.  Has  adequate  consideration 
been  given  to  state  and  local  tax 
planning? 

Assessing  Portfolio  Performance 

1.  Is  portfolio  performance  evalu¬ 
ated  in  terms  of: 

■  An  absolute  measure  of  per¬ 
formance  (e.g.,  rate  of  return  on 
investment)? 

■  A  measurement  of  perfor¬ 
mance  relative  to  current  market 
standards? 

3.  Are  portfolio  managers  evalu¬ 
ated  only  with  regard  to  items 
over  which  they  have  control, 
via  the  utilization  of  further  ap¬ 
propriate  techniques  such  as: 

■  Time-weighted  rate  of  return? 

■  Unit-value  method? 

Conclusion 

In  addition  to  its  practical  as¬ 
pects,  this  guide  for  establishing 
trust  department  policies  and  pro¬ 
cedures  has  the  benefit  of  being 
consistent  for  investment  man¬ 
agers,  committees,  management, 
the  board  of  directors  and  bank 
clients.  It  can  be  used  as  a  base 
upon  which  to  build  more  specific 
and  tailored  asset  allocation  and 
risk  tolerance  levels  for  each  trust 
account  handled  by  your  bank.BAI 
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Stay  IN  TOUCH  With  Banking. . . 


MAGAZINES 

Bank  Administration 

Every  month,  more  than  150,000 
bankers  read  BAI’s  magazine. 

Bank  Administration,  their  most 
respected  source  of  information 
from  within  the  industry. 

The  issues  that  most  concern 
bank  managers  are  covered  regu¬ 
larly,  including  strategic  planning, 
marketing,  A/L  management,  capi¬ 
tal  and  financial  planning,  mergers 
and  acquisitions  and  automation 
and  technology.  Special  “update” 
features  analyze  ATM,  POS  and 
other  technological  issues,  bringing 
readers  state  of  the  art  information. 

One-year:  Two-year: 

$24  BAI  member  $42  BAI  member 
$36  Nonmember  $68  Nonmember 

Financien  The  Journal 
of  Private  Sector  Policy 

Each  month  this  insightful  periodical 
identifies,  reports  and  analyzes 
current  and  secular  changes  of 
great  concern  to  the  nation’s 
leading  financial,  business  and 
governmental  organizations. 

Edited  by  Willard  Rappleye,  Jr., 
Financier  includes  articles, 
speeches  and  interviews  from  the 


nation’s  leading  journalists  as  well 
as  the  “movers  and  shakers”  of  the 
business  world.  Typical  articles 
address  commercial  banking, 
investment  banking,  international 
finance,  science  and  technology, 
health  care,  education  and  man¬ 
power,  energy,  environment,  and 
transportation. 

One-year:  Two-year: 

$60  $110 

NEWSLETTERS 
Products,  Marketing  & 
Technology 

“PMT  is  BAI’s  monthly  newsletter 
that  focuses  on  the  relationships 
among  these  areas,  offering  infor¬ 
mation  on  new  products  and  how 
other  banks  are  handling  marketing 
problems  and  opportunities, 
analyses  of  new  research  and 
technical  developments,  and  much 
more.  Contributing  editors  Alan 
Eirinberg,  Helene  Duffy  and  Raoul 
Edwards  will  trigger  your  own 
imagination  and  creativity  with 
their  industry  observations  and 
insights. 

One-year:  TWo-year: 

$120  $220 


Bank  Fraud 

This  monthly  bulletin  on  fraud  and 
risk  management  is  BAI’s  most 
recent  newsletter.  It  profiles  actual 
fraud  cases,  telling  what  happened, 
how  it  was  handled,  and  the  final 
outcome— followed  by  details  on 
preventative  measures.  Bank  Fraud 
also  includes  risk  management  sit¬ 
uations  and  is  “must  reading”  for 
all  bank  managers,  auditors  and 
security  officers— in  fact,  for 
anyone  with  responsibility  for  fraud 
prevention  or  risk  management. 


One-year: 

$150 


Two-year: 

$270 


JOURNAL 

Issues  in  Bank  Regulation 

IBR,  published  quarterly,  covers  a 
wide  variety  of  regulatory  topics, 
providing  analyses  and  insights  not 
found  in  the  general  banking  or 
popular  press.  Occasionally,  an 
entire  issue  is  geared  to  one  partic¬ 
ular  subject.  In  fact,  IBR  is  the  only 
forum  that  encourages  the  exchange 
of  information  on  substantive 
policy  issues  between  the  banking 
community  and  the  regulators. 


One-year: 

$49 


TWo-year: 

$90 
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Customers  won’t  stand  for  this  anymore. 


In  fact,  if  your  bank’s  line  is  too  long  for  too  long,  customers  may  decide  to 
find  a  bank  that  doesn’t  demand  so  much  of  their  time. 

At  IBM,  we’re  helping  banks  keep  their  customers  by  keeping  them  moving 
with  our  full  range  of  branch  automation  solutions. 

Our  family  of  Personal  Banking  Machines,  which  can  do  practically 
everything  tellers  can,  help  customers  who  are  interested  in  making  quick 
transactions  and  quick  exits. 

Our  Finance  Communication  System  allows  tellers  to  take  care  of 
customers’  needs  faster.  For  instanee,  when  eustomers  ask  for  a  current  balance 
or  a  check’s  status,  tellers  have  the  answers  right  at  their  fingertips. 

And  if  tellers  ean  handle  more  customers,  it  follows  that  platform  people  will 
have  more  time  to  do  what  they  do  best— sell  new  products  and  open  new  accounts. 


What’s  more,  with  IBM’s  fast-selling  Token-Ring  Local  Area  Network,  tellers 
and  platform  people  can  share  important  information  easily,  which  enables 
them  to  work  together  better. 

One  bank  that  has  been  working  better  by  working  with  IBM  is  Dollar  Dry 
Dock.  IBM’s  4730  Personal  Banking  Machine  has  helped  them  gready  improve 
the  speed  and  quality  of  customer  service. 

And  IBM’s  support  and  commitment  continues  to  help  them  keep 
customers  satisfied. 

So,  if  you  want  to  improve  the  look  of  both  your  bank  line  and  your  bottom 
line,  call  1-800-IBM-2468,  ext.  16  to  arrange  for  an  IBM  marketing 
representative  to  contact  you  or  for  literature.  IBM’s  solutions  are  just  what 
your  customers  have  been  waiting  for.  ===== —^ 


Through 

Loan  Production  Offices 


By  Charles  W.  Hultman 

Professor  of  Economics 
University  of  Kentucky 
Lexington,  Kentucky 

Among  the  more  im¬ 
portant  developments 
in  the  U.S.  financial 
services  sector  in  re¬ 
cent  years  is  the  growth  of  inter¬ 
state  banking.  One  method  of  mar¬ 
keting  bank  services  on  an  inter¬ 
state  basis  that  may  have  even 
greater  usage  in  the  future  is  the 
loan  production  or  loan  origination 
office. 

Loan  production  offices  (LPOs) 
are  limited  service  offices  used  by 


commercial  banks  to  assist  in  ex¬ 
tending  loans  beyond  the  local 
market  area.  They  are  established 
off  the  premises  of  a  bank’s  main 
office  or  branch  offices,  frequently 
in  another  state.  Essentially,  they 
are  bank  facilities  which  offer  loans 
but  are  not  branch  banks.  Author¬ 
ized  loan  production  offices  are 
able  to  undertake  all  aspects  of  the 
extension  of  loans  except  the  final 
approval  of  the  loan  and  the  dis¬ 
bursement  of  funds.  These  two 
functions  must  be  performed  by  the 
main  office  of  the  bank  or  one  of  its 
branches. 

The  legal  status  of  LPOs  was  not 
clarified  until  1980  and  additional 


specifications  were  established  as 
recently  as  1985.  At  least  one-third 
of  the  states  have  formalized  or 
modified  their  position  on  LPOs 
since  early  1980,  in  part  to  clarify 
the  conditions  under  which  such 
offices  can  operate. 

Functions  of  LPOs 

In  a  1968  statement,  the  Federal 
Reserve  Board  identified  a  wide 
range  of  activities  which  do  not 
constitute  the  lending  of  money  and 
accordingly  are  acceptable  func¬ 
tions  of  loan  production  offices. 
Permissible  activities  include:  so¬ 
liciting  loans,  assembling  credit  in¬ 
formation,  preparing  loan  applica- 
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tions,  soliciting  investors  to  pur-  may  not  require  physical  offices 

chase  loans  from  the  bank  and  since  national  banks  may  utilize  the 

seeking  to  have  investors  contract  services  of  persons  (calling  offi- 

with  the  bank  for  the  servicing  of  cers)  not  employed  by  them  for 

loans.  The  Fed  further  specified  originating  loans, 

that  a  member  bank  may  establish  Some  states  permit  outside 
and  operate  a  loan  production  of-  banks  that  do  not  maintain  a  busi- 
fice  at  any  location  in  the  U.S.  ness  within  the  state  to  conduct 

A  1979  Comptroller  of  the  Cur-  certain  activities  which  are  not 

rency  letter  elaborates  further  on  considered  to  constitute  the  trans- 

permissible  activites  of  LPOs,  action  of  business.  For  example, 

focusing  particularly  on  loan  so-  they  may  permit  out-of-state  banks 

licitation  and  origination  efforts.  It  to  acquire  or  make  loans,  neither  of 

indicates  that  previous  interpretive  which  is  considered  to  constitute 

rulings  do  not  authorize  the  signing  the  transaction  of  business  within 

LPOs  may  be  used  in  much  the  same 
way  as  representative  offices:  as 
precursors  for  other forms  of  activity. 

or  acceptance  of  loans  at  LPOs,  the  the  state.  Laws  of  some  states  do 

delivery  of  loan  proceeds  to  cus-  not  explicitly  either  authorize  or 

tomers  at  LPOs,  advertising  im-  prohibit  loan  production  offices, 

plying  that  an  LPO  provides  more  Instead,  the  policies  of  individual 

than  loan  origination  services  or  states  are  frequently  the  result  of 

the  acceptance  of  loan  payments  at  the  construction  of  interpretation 
LPOs.  of  state  law  as  provided  either  by 

A  1985  Interpretive  Letter  ad-  the  state  banking  department  or 
dresses  the  disbursement  of  funds  attorney  general, 
at  LPOs.  It  specifies  that  if  an  LPO  Although  many  states  place  cer- 
were  to  disburse  funds  to  bor-  tain  types  of  restrictions  on  the 
rowers,  it  would  be  considered  a  establishment  or  operation  of 

location  at  which  loans  were  made  LPOs — usually  relating  to  the  ap- 

regardless  of  whether  the  bank’s  proval  of  loans  and  disbursement  of 

main  office  or  branch  approved  the  funds— the  trend  is  toward  a  more 

loan.  permissive  policy. 

State  Attitudes  Toward  LPOs  Economic  Aspects  of  LPOs 

In  some  states,  LPOs  can  be  The  opportunity  to  use  loan  pro- 
easily  established  and  they  need  duction  offices  has  an  important 
not  be  registered;  in  some  in-  bearing  on  the  nature  and  size  of 
stances,  as  in  California,  they  are  geographic  banking  markets.  Al- 
identified  as  something  other  than  a  though  the  definition  of  market  size 
loan  production  office.  In  some  varies  among  the  different  regula- 

states,  LPOs  can  be  established  by  tory  agencies,  it  is  generally  as- 

thrift  institutions  (e.g..  New  York  sumed  to  be  the  area  in  which  a 

and  Florida)  or  depository  institu-  bank  offers  its  services  and  in 

tions  (Utah),  as  well  as  by  com-  which  local  customers  can  practic- 
mercial  banks.  In  addition,  LPOs  ably  turn  for  banking  services. 


Empirical  evidence  suggests  that 
bank  customers  are  willing  to  con¬ 
duct  business  over  longer  distances 
for  loan  purposes  than  for  deposit 
purposes.  Thus,  a  bank’s  loan  ser¬ 
vice  area  is  larger  than  its  deposit 
service  area.  Since  a  service  area  is 
traditionally  considered  to  be  a 
full-service  area  (all  services  regu¬ 
larly  provided),  a  bank’s  market 
area  is  local  in  nature.  So  the  im¬ 
pact  of  a  loan  production  office  on 
a  bank’s  market  area  becomes  a 
matter  of  perspective. 

The  economic  issues  pertaining 
to  loan  production  offices  are 
similar  to  those  that  relate  to  the 
broader  question  of  interstate 
banking.  The  most  important  con¬ 
siderations  center  on  resource  con¬ 
centration  and  the  mobility  of  cap¬ 
ital. 

Resource  Concentration 

LPOs  have  an  impact  on  compe¬ 
tition  and  resource  allocation.  They 
expand  the  lending  opportunities 
and  markets  for  commercial  banks 
and  other  ending  institutions  and 
thus  provide  a  potential  for  larger 
size  and  greater  concentration  of 
resource  control;  a  financial  in¬ 
stitution  is  enabled  to  extend  more 
readily  into  a  nationwide  network 
and  thus  increase  the  potential  for 
expanding  it?  size.  But  in  the  pro¬ 
cess,  LPOs  also  provide  an  alter¬ 
native  source  of  credit  for  borrow¬ 
ers  in  an  area  and  thus  serve  the 
needs  and  convenience  of  the  pub¬ 
lic. 

Large  banks  with  networks  cov¬ 
ering  a  broad  geographic  area  are 
able  to  use  LPOs  and  related  of¬ 
fices  to  compete  with  the  smaller 
local  banks.  Yet  evidence  suggests 
that  despite  an  apparent  size  disad¬ 
vantage,  small  banks  are  able  to 
compete  and  survive  under  such 
circumstances. 

Further,  LPOs  may  increase  a 
lending  institution’s  opportunity  to 
diversify  geographically  and  into  a 
wider  range  of  industries.  LPOs 
may  facilitate  such  diversification. 

{Continued  on  next  page) 
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graphic  expansion  (including  intra¬ 
state  and  interstate  branching,  the 
use  of  bank  holding  companies  and 
nonbank  banks  and  the  develop¬ 
ment  of  regional  banking  com¬ 
pacts).  Some  LPOs  set  up  by 
foreign  banks  have  been  located 
in  states  that  otherwise  generally 
exclude  foreign  institutions;  they 
appear  to  be  a  substitute  for  other 
forms  of  offices  that  are  currently 
prohibited. 

LPOs  may  also  come  to  be  used 
more  widely  by  commercial  banks 
located  in  the  major  money  mar¬ 
kets  to  establish  and  maintain  con¬ 
tacts  in  other  parts  of  the  country. 
This  will  particularly  be  the  case  to 
the  extent  that  states  with  major 
money  markets  and  large  banks  are 
excluded  from  regional  compacts. 

LPOs  may  be  used  in  much  the 
same  way  as  representative  offices: 
as  precursors  for  other  forms  of 
activity.  They  enable  a  bank  to  es¬ 
tablish  a  presence  in  a  new  location 
with  a  minimal  expenditure  on  the 
part  of  the  parent  company.  And 
yet  if  the  trend  toward  interstate 
banking  continues,  especially 
through  the  regional  compacts,  of¬ 
fices  that  perform  a  wider  range  of 
services  may  come  to  replace 
LPOs. 

Summary 

Loan  production  offices  have 
come  to  be  a  widely  used  form  of 
interstate  banking  since  the  mid- 
1960s,  and  efforts  in  the  late  1970s 
to  restrict  the  use  of  LPOs  by  ar¬ 
guing  that  they  be  treated  as 
branches  ultimately  proved  unsuc¬ 
cessful. 

The  future  of  LPOs  may  hinge  on 
broader  developments  regarding 
interstate  banking.  The  reduction 
of  barriers  to  banking  across  state 
lines  may  encourage  these  offices 
as  banks  seek  to  establish  broader 
markets  and  profit  opportunities  in 
new  areas.  But  the  reduction  of  in¬ 
terstate  barriers  may  also  diminish 
the  role  of  LPOs  as  banks  shift  to 
other  types  of  offices  that  provide  a 
wider  range  of  services.  BAI 


from  the  LPO  or  calling  officer  of 
a  large  bank  located  in  a  major 
money  center. 

Although  large  money  center 
banks  are  most  actively  involved  in 
nonlocal  loans,  banks  of  all  sizes, 
including  regional  and  community 
banks,  invest  major  portions  of 
their  assets  in  nonlocal  economic 
activity.  For  the  small  banks,  non¬ 
local  investment  frequently  is 
needed  to  provide  sufficient  asset 
liquidity,  particularly  as  part  of 
secondary  reserves. 

The  Future  of  LPOs 

The  regulatory  and  judicial  inter- 
pretations  that  LPOs  are  not 
branches  has  enabled  them  to  be 
established  on  a  widespread  basis, 
but  with  limits  on  their  role  in  the 
loan  process  because  they  are  not 
permitted  to  approve  loans  or  make 
disbursements.  These  limitations 
are  likely  to  remain  in  effect  as  long 
as  there  is  a  need  to  differentiate 
LPOs  from  branch  offices,  par¬ 
ticularly  given  the  prohibitions  on 
interstate  branching. 

The  extent  to  which  the  number 
and  usage  of  LPOs  increase  in  the 
future  will  depend  largely  upon 
legislation  affecting  not  only  LPOs 
but  also  alternative  forms  of  geo¬ 


Capital  Mobill^ 

LPOs  also  facilitate  the  flow  of 
capital  across  regions  and  thus 
promote  a  nationally  integrated  fi¬ 
nancial  market.  By  accommodating 
the  movement  of  funds  from  areas 
where  the  returns  are  lowest  to 
areas  where  the  returns  are 
greatest,  they  are  presumed  to  fa¬ 
cilitate  the  best  use  of  scarce  re¬ 
sources. 

Yet  such  flows  may  reflect  a  shift 
of  investment  funds  from  de¬ 
pressed  regions  to  prosperous  ones 
where  the  rate  of  return  is  higher. 
One  concern  some  areas  of  the 
country  have  with  respect  to  inter¬ 
state  banking  is  that  capital  will  be 
drained  from  local  areas  and  thus 
limit  local  growth. 

Yet  prohibitions  on  LPOs  alone 
are  not  likely  to  retard  capital  flows 
significantly  because  of  the  exis¬ 
tence  of  other  investment  channels. 
For  example,  most  large  banks  at¬ 
tract  funds  by  selling  negotiable 
CDs  to  customers  throughout  the 
country.  Correspondent  bank  rela¬ 
tionships  also  contribute  to  the 
availability  of  funds  to  larger 
banking  institutions.  In  addition, 
large  firms  in  rural  areas  with  pre¬ 
dominantly  small  banks  may  find  it 
easier  to  acquire  sufficient  funds 
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Community  Bank 


By  Salvador  A.  Castorfna 

Senior  Manager 
Financial  Services  Group 
Price  Waterhouse 
Baltimore,  Maryland 


In  the  deregulated  world  of 
banking,  considerable  empha¬ 
sis  is  being  given  to  using  tech¬ 
nology  in  securing  strategic  ad¬ 
vantages  over  competitors.  While 
money  center,  super-regional  and 
large  regional  banks  have  been  the 
leaders  in  this  trend,  community 
banks  are  increasingly  focusing  on 
the  use  of  technology  and  informa¬ 
tion  systems  in  strategic  terms. 

Technology  Options 

For  small  institutions  that  are 
just  starting  to  explore  the  possi¬ 
bilities  of  technology  in  a  strategic 
sense,  the  first  thing  that  should  be 
considered  is  what  information 
systems  alternatives  are  the  most 
practical.  There  are  four  main  pro¬ 


cessing  options  available: 

■  Correspondent  banks  (pro¬ 
cessing  is  done  by  another  institu¬ 
tion  with  which  the  community 
bank  maintains  a  relationship). 

■  Service  bureaus  (the  process¬ 
ing  options  are  essentially  the 
same  as  with  correspondent  banks, 
but  often  with  a  greater  degree  of 
service  because  a  service  bureau’s 
primary  field  of  business  is  data 
processing  for  clients). 

■  Facilities  management  (pro¬ 
cessing  is  done  by  an  outside  or¬ 
ganization  that  has  assumed  man¬ 
agement  of  a  bank’s  data  process¬ 
ing  facility,  including  hardware, 
software  and  staff). 

■  In-house  facilities  (processing 
is  done  with  hardware,  software 
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and  staff  under  the  management  of 
the  bank). 

Choices  for  the  Future 

Each  of  these  options  can  be  a 
satisfactory  choice  for  a  commu¬ 
nity  bank,  so  how  does  a  bank  de¬ 
cide  which  option  is  best?  Strategic 
systems  planning  can  help. 

Strategic  systems  planning  is  the 
process  of  developing  a  plan  for 
using  information  systems  which 
are  both  cost-effective  and  aligned 
with  a  bank’s  priorities,  operational 
needs  and  strategic  goals. 

Strategic  factors  range  from  cur¬ 
rent  operational  practices  to  long¬ 
term  considerations  such  as  antici¬ 
pated  changes  in  economic  condi¬ 
tions  or  the  competitive  mix  of  the 
marketplace.  These  factors  also  in¬ 
clude  the  development  of  new 
products,  services  and  markets. 
Following  are  some  areas  in  which 
a  community  bank  can  use  infor¬ 
mation  systems  to  its  advantage: 

■  Products  and  services.  Can 
the  bank  add  value  to  its  products 
and  services  by  adding  information 
to  them?  What  information  can  be 
made  available  to  branch  tellers 
and  platform  staff  that  will  give 
them  an  edge  in  suggesting  new 
products  or  services  to  existing 
customers?  (A  customer  informa¬ 
tion  file  is  an  obvious  answer  if  one 
is  not  already  in  place.) 

■  Markets.  Can  a  bank  differen¬ 
tiate  itself  from  its  competitors  by 
changing  the  relationships  that  it 
maintains  with  its  customers? 
(Cross-referenced,  systems-gen- 
erated  information  could  provide 
the  basis  for  a  personal  banking  ap¬ 
proach.) 

■  Economics.  Can  the  underly¬ 
ing  economics  of  the  business  be 
changed  with  technology?  (Greater 
productivity,  cost  savings  and  a 
different  staff  mix  can  all  be  fac¬ 
tors.) 

■  Service  quality.  Can  technol¬ 
ogy  be  the  catalyst  that  gives  the 
bank  the  capability  to  provide  bet¬ 
ter  service  than  its  competitors? 

In  addition  to  these  potential 


benefits,  strategic  systems  planning 
can  provide  a  bank  with  flexibility 
to  use  information  in  ways  that  ad¬ 
dress  the  ongoing  challenges  facing 
it. 

Developing  a  Plan 

Developing  a  strategic  systems 
plan  entails  four  major  tasks: 

1.  Determining  business  needs. 
The  bank’s  plan  should  be  under¬ 
stood  in  light  of  strategic  informa¬ 
tion  systems  opportunities.  Busi¬ 
ness  segments  that  are  critical  to 
the  technology  plan  must  be  identi¬ 
fied. 

2.  Defining  information  systems 
targets.  This  task  is  primarily  a 
fact-finding  job;  its  main  purpose  is 
to  identify  and  prioritize  the  target 
application  systems. 

3.  Selecting  the  strategy.  The 
prime  objective  of  this  task  is  to  use 
the  set  of  prioritized  application 
systems  defined  in  task  2  to  de¬ 
velop  an  information  systems 
strategy.  Applications  system  re¬ 
quirements  must  also  be  defined  in 
more  detail.  The  technology  infra¬ 
structure  should  be  defined  as  well, 
and  the  four  basic  data  processing 
choices  (correspondent  banks,  ser¬ 
vice  bureaus,  facilities  manage¬ 
ment  and  in-house  facilities)  must 
be  evaluated  in  light  of  the  strategic 
direction  defined  in  tasks  1  and  2. 

4.  Developing  an  implementa¬ 
tion  plan.  This  task  should  yield  an 
implementation  plan  that  defines 
major  projects  (with  scheduled 
target  dates  and  required  re¬ 
sources)  and  a  methodology  that 
defines  a  framework  for  the  on¬ 
going  maintenance  of  the  plan. 

Summary 

The  development  of  a  strategic 
systems  plan  is  no  longer  an  exer¬ 
cise  only  for  larger  banks;  today, 
community  banks  have  solid 
economic  and  competitive  reasons 
for  knowing  how  technology  can 
help  them  position  themselves  for 
the  long  term,  and  for  developing 
plans  to  make  use  of  that  technol¬ 
ogy  for  their  future  success.  BAI 
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Disaster  Recovery 
for  Banks: 


Dealing  with 
the  Variables 


By  Gary  Robins 


isaster  recovery,  on  the 
surface,  seems  like  a 
straightforward  prop¬ 
osition.  If  your  com¬ 
puter  facilities  are  destroyed,  you 
need  to  bring  up  new  equipment  in 
a  new  location.  However,  when  the 
basic  components  are  ex¬ 
amined — that  is,  acquiring  a  new 
location  and  new  equipment — the 
variables  involved  make  the  prop¬ 
osition  complex.  Location  may  be 
near  or  far,  with  equipment  (“hot 
site”)  or  without  equipment  (“cold 
site”)  already  installed.  Another 
variable  is  that  the  equipment,  if  in¬ 
stalled,  may  or  may  not  be  com¬ 
patible  with  your  current  config¬ 
uration. 

In  Minnesota,  the  disaster  re¬ 
covery  environment  has  been 
evolving  since  the  1970s.  The  ac¬ 
tivity  that  has  taken  place  in  this 
state  reflects  the  options  available 
nationwide  in  disaster  recovery 
planning.  Today,  there  are  several 
Minnesota  companies  that  provide 
local  disaster  recovery  sites,  and 


each  company  fills  a  different  niche 
for  the  banking  community. 

Cold  Site 

In  1978,  a  group  of  more  than  30 
companies  (not  all  banks)  came  to¬ 
gether  and  agreed  that  there  was  a 
definite  need  for  a  disaster  recov¬ 
ery  site  in  the  Minneapolis-St.  Paul 
metropolitan  area.  The  original 
concept  was  to  fonn  a  corporation 
that  would  build  and  operate  a  cold 
shell  facility.  The  cold  shell  meant 
that  a  building  would  be  con¬ 
structed,  complete  with  computer 
room,  electrical  service,  halon 
protection,  air  conditioning  and  of¬ 
fice  space,  but  no  computers  in¬ 
side.  In  the  event  of  a  disaster, 
members  of  the  corporation  would 
be  entitled  to  use  the  facility  but 
would  be  responsible  for  bringing 
in  their  own  hardware. 

American  National  Bank  and 
Trust  of  Minnesota  was  part  of  the 
arrangement  from  the  beginning. 
Fred  Holzapfel,  manager  of  com¬ 
puter  systems  for  American  Na¬ 
tional’s  check  processing  depart¬ 
ment,  notes  that  “of  the  original 
group,  14  stuck  it  out  to  the  end  and 
signed  the  contracts,  built  the 


building  and  formed  a  corporation 
called  Eloigne.  Eloigne  runs  the 
facility.”  (Eloigne  is  a  French  word 
roughly  translated  as  “to  remove  to 
a  distance.”) 

The  Eloigne  Corporation  facility 
was  built  as  a  cold  site  and  was 
completed  in  1980.  In  terms  of  size, 
the  facility  was  designed  to  be  large 
enough  to  simultaneously  house 
the  three  largest  members  of  the 
original  disaster  recovery  group. 
The  use  of  the  facility  as  a  disaster 
recovery  site  has  also  been  mar¬ 
keted  outside  of  the  corporation 
and,  in  addition  to  the  original 
members,  53  companies  have  since 
subscribed  to  Eloigne. 

The  cold  site  philosophy  solves 
the  problem  of  location,  but  leaves 
the  problem  of  equipment  up  to  the 
company  requesting  use  of  the  site. 
In  cases  where  a  company  requires 
an  exact  “mirror  image”  of  its 
computer  configuration  in  order  to 
run  its  software,  a  cold  site  may 
provide  more  flexibility  in  the 
event  of  a  disaster.  In  any  case, 
cold  sites  require  detailed  planning 
in  order  to  determine  how  and 
when  replacement  equipment  is  to 
be  acquired. 
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Simulated  Disaster 

The  speed  at  which  you  can  get 
up  and  running  at  a  cold  site  is  pri¬ 
marily  dependent  on  the  time  it 
takes  the  computer  vendor  to  de¬ 
liver  and  install  the  hardware.  Hol- 
zapfel  indicates  that  although  his 
recovery  plan  allows  for  a  three- 
day  period  to  complete  installation 
at  Eloigne,  he  fully  expects  to  be 
running  at  that  site  well  before 
three  days  have  ended.  To  measure 
performance  in  the  event  of  a  dis¬ 
aster,  Holzapfel  and  his  computer 
vendor  teamed  up  two  years  ago  to 
conduct  a  joint  test  that  would 
simulate  a  disaster.  This  test  en¬ 
abled  them  to  determine  just  how 
long  it  would  take  to  locate  and 
ship  the  equipment. 

Commenting  on  the  test,  Hol¬ 
zapfel  states:  “At  9:00,  we  said, 
‘okay,  we  have  a  disaster,’  and  by 
12:17  every  piece  of  equipment  was 
located.  And  all  of  the  equipment 
could  have  been  air  freighted  to  us 
within  18  hours.”  The  speed  in 
which  the  vendor  located  the 
equipment,  Holzapfel  adds,  was 
aided  by  the  vendor’s  system, 
which  enables  it  to  track  equipment 
in  transit  and  reroute  the  equip¬ 
ment  to  the  disaster  site. 

Interim  Processing 

In  the  meantime,  American  Na¬ 
tional  would  call  up  its  interim 
plan.  American  National  has  a  re¬ 
ciprocal  arrangement  with  another 
local  bank,  so  that  processing  could 
take  place  at  the  reciprocal  bank 
before  the  equipment  is  installed  at 
Eloigne.  Since  the  time  it  takes  the 
computer  vendor  to  deliver  the 
equipment  may  be  longer  than  a 
bank  could  wait  before  starting  to 
process  data,  an  interim  plan  en¬ 
ables  processing  to  start  within  a 
shorter  period  of  time. 

IBM  Hot  Site 

Three  years  ago,  Eloigne  added 
hot  site  capabilities  to  quicken  the 
recovery  process  and  to  offer  an 
alternative  to  the  cold  site.  An  IBM 


mainframe  and  peripherals  were  in¬ 
stalled  at  Eloigne.  It  is  estimated 
that  members  using  the  hot  site 
service  could  be  up  and  running 
within  eight  hours  of  a  disaster. 

The  hot  site  at  Eloigne  is  clearly 
an  advantage,  but  since  it  is  an  IBM 
mainframe  that  is  available,  the  ad¬ 
vantage  only  benefits  IBM  main¬ 
frame  users.  Many  banks,  how¬ 
ever,  in  Minnesota  and  elsewhere, 
run  non-IBM  mainframes.  Another 
mainframe  manufacturer  that  has  a 
large  presence  in  the  banking  in¬ 
dustry  is  Unisys,  and  until  re¬ 
cently,  users  of  Unisys  mainframes 
did  not  have  a  hot  site  option  in 
Minnesota. 

Unl^  Hot  Site 

“The  Minneapolis  area  is  a  real 
hotbed  of  (Unisys)  equipment,” 
comments  Jack  Ashmore,  presi¬ 
dent  of  Safeguard  Recovery  Ser¬ 


vices  Inc.  of  Bloomington,  Min¬ 
nesota.  Safeguard  opened  for  busi¬ 
ness  in  September  1987  in  order  to 
fill  a  void  by  providing  a  hot  site  for 
banks  using  Unisys  (Burroughs) 
equipment.  Commenting  on  the 
situation,  Ashmore  says:  “If  they 
were  IBM  they  could  go  to  Eloigne, 
if  they  were  Unisys  they  really 
didn’t  have  Eloigne  as  a  choice  ex¬ 
cept  as  a  cold  site.” 

Ashmore  sees  the  interest  in  hot 
sites  as  growing:  “It  is  something 
that  is  much  more  in  demand  now 
than  it  was  two  years  ago.  We  see 
that  especially  in  the  larger  institu¬ 
tions,  90%  of  which  are  involved  in 
the  hot  site.  Now  it  is  starting  to 
migrate  down  to  the  smaller  insti¬ 
tutions.” 

Safeguard  is  targeting  its  service 
to  the  smaller,  independent  institu¬ 
tions.  According  to  Ashmore,  there 
are  a  large  number  of  small  banks 


CHI/COR’s  Total  Recovery  Planning  System  (TRPS)  is  a  relational  database  tool 
on  a  personal  computer  that: 

•  Makes  it  easy  to  enter  your  data 

•  Organizes  and  manages  that  data  more  effectively  than  any  word  processing 
system  can 

•  Provides  you  with  an  already-documented,  detailed  action  plan 

•  Makes  it  easy  to  maintain  your  Disaster  Recovery  Ran  as  your  environment 
changes. 

TRPS  is  the  most  advanced  disaster  recovery  planning  tool  available.  It  is  the  only 
system  that  effectively  addresses  the  issue  of  maintaining  Disaster  Recovery 
Rans  for  data  center  or  organization-wide  recovery  planning  programs. 

CHI/COR,  an  established  leader  in  the  development  of  economical  and  effective 
Disaster  Recovery  Rans,  has  built  a  complete  spectrum  of  disaster  recovery 
planning  services  around  TRPS. 

To  find  out  more,  give  us  a  call  today  to  receive  your  free  demonstration  diskette. 


CHI/COR  Information  Management,  Inc. 

10  S.  Riverside  Raza,  Chicago,  IL  60606  •  312/454-9670 
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Giving 

Credit  Where 

Bankruptcy 

Is  Due? 


Stop. 

Stop  writing  off  excessive 
bankrupt  and  delinquent 
accounts. 

Instead,  put  DELPHI 
DIRECT  to  work  for  you. 
DELPHI  DIRECT  is  the 
new  on-line  credit  index 
service  of  Trans  Union 
that  helps  you  predict 
potential  bankruptcies 
and  delinquencies  direct 
from  their  credit  reports. 
Remarkably  accurate 
because  it  relies  on 
information  from  all  Trans 
Union  credit  grantors 
rather  than  a  single 
lender’s  portfolio. 

For  facts,  contact  Trans 
Union  at  111  W.  Jackson 
Blvd.,  Chicago,  IL  60604. 
(312)  431-5093. 

DELPHI 

DIRECT 

A  data  processing  service  of 

TRANS  UNION  ra 

Credit  Information  Co.  I|l|l 
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Data  Processing,  continued 


Banks  in  any  state  should familiarize 
themselves  with  all  services  that  are 
available  and  then  plan  accordingly. 


that  have  purchased  turnkey  sys¬ 
tems  that  run  on  Unisys  equip¬ 
ment,  and  many  of  these  banks  do 
not  have  the  technical  personnel  on 
their  staffs  to  put  together  a  disas¬ 
ter  recovery  system.  Some  banks, 
cautions  Ashmore,  are  not  even 
storing  their  computer  media  off¬ 
site,  which  is  a  prerequisite  to  any 
recovery,  whether  it  be  at  a  hot  site 
or  a  cold  site. 

Check  Processing 

Safeguard  has  a  Unisys  main¬ 
frame  installed,  and  Ashmore  notes 
that  this  makes  Safeguard  one  of 
the  few  Unisys  hot  sites  in  the 
country.  In  addition  to  the  main¬ 
frame,  Safeguard  has  a  Unisys 
high-speed  reader-sorter  for  check 
processing.  This  is  in  contrast  to 
many  hot  sites — including 
Eloigne — that  are  not  set  up  for 
item  processing. 

“That’s  one  of  the  unique  things 
we  are  offering  that  most  hot  sites 
do  not  offer,”  says  Ashmore. 
“They  offer  the  ability  to  do  check 
processing,  but  the  way  it’s  done 
most  of  the  time  is  through  a  bank 
that’s  near  them  that  they  would 
use  in  an  emergency  situation. 
They  don’t  have  on-site  check  pro¬ 
cessing  equipment;  we  have  it  on¬ 
site.” 

Safeguard  is  also  able  to  offer 
check  processing  as  a  disaster  re¬ 
covery  service  to  banks  that  are  not 
Unisys  mainframe  users.  Ashmore 
notes  that  there  is  a  wide  base  of 
banks  that  “have  IBM  mainframe 
equipment  and  (Unisys)  check  pro¬ 
cessing  equipment.”  These  banks 
could  use  Safeguard  for  check  pro¬ 


cessing  even  if  they  are  doing 
non-item  processing  elsewhere. 

Location 

One  thing  that  Safeguard  and 
Eloigne  do  have  in  common  is  that 
they  are  both  located  close  to  the 
Twin  Cities.  “Proximity  can  be 
good  or  bad,”  says  Ashmore.  “If 
there  were  a  major  disaster  in  the 
Twin  Cities  area,  a  site  in  the  Twin 
Cities  area  wouldn’t  help  a  local 
company.  I  can’t  foresee  that  ever 
happening  short  of  a  nuclear  war, 
but  if  that  happened,  a  Chicago  site 
(for  example)  isn’t  going  to  be 
much  good  either.  For  localized 
disasters,  convenience  is  very  im¬ 
portant  and  proximity  is  the  main 
convenience  factor.” 

Options 

The  Minnesota  disaster  recovery 
sites  provide  some  examples  of  the 
recovery  alternatives  available  to 
banks:  hot  vs.  cold,  IBM  main¬ 
frames  vs.  Unisys  or  others,  item 
processing  vs.  non-item  process¬ 
ing.  Banks  in  any  state  should 
familiarize  themselves  with  all  ser¬ 
vices  that  are  available  and  then 
plan  accordingly.  If  a  cold  site  is 
appropriate,  the  reliability  of  the 
vendor  to  deliver  the  hardware  and 
the  need  for  interim  arrangements 
must  be  considered.  If  a  hot  site  is 
appropriate,  the  type  of  mainframe 
and  the  ability  to  perform  item  pro¬ 
cessing  must  be  considered.  As  the 
disaster  recovery  environment 
evolves,  banks  of  all  sizes  will  be 
able  to  select  from  a  wider  variety 
of  services  that  will  serve  to  protect 
them  in  the  event  of  disaster.  BAI 
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“Does  your  direct  response  agency 
understand  your  business  and  the 
markets  you’re  trying  to  reach?” 


Ken  Ralston 
President 

The  Cooperatire  Marketing  Ciontpany 


Any  agency  can  produce  a  direct  mail  package,  but 
it  takes  an  understanding  of  your  objectives  to  develop  a 
strategy  that  will  generate  new  business  and  contribute  to 
your  bottom-line  profits.  Cooperative  Marketing  has 
attracted  some  of  the  most  creative  and  talented  people  from 
your  industry.  People  who  understand  your  needs  and  what 
it  takes  to  meet  your  objectives. 

An  extension  of  your 
Marketing  Department 

Each  member  of  the  marketing 
“team”  assigned  to  your  account  is  a 
hands-on  professional  who  commits  his 
time  and  energy  to  help  you  reach  your 
goals.  Their  access  to  a  wide  range  of 
in-house  resources  is  your  assurance  of 
top-quality  and  results-oriented  work. 

Complete  in-house  services 

For  over  15  years,  The  Cooperative 
Marketing  Company  has  been  one  of  the 
country’s  most  respected  full-service  direct  response 
marketing  companies.  Complete  in-house  creative, 
production,  data  processing  and  response  processing 
capabilities  ensure  responsiveness  and  quality  control  on 
all  projects.  Our  longevity  speaks  for  our  ability  to  deliver 
results  and  many  of  the  top  financial  and  retail  companies 
have  been  clients  from  our  inception. 

At  the  Cooperative  Marketing  Company,  our  promise  is 
that  your  project  will  be  completed  on  time,  on  target  and  on 
budget.  You  can  depend  on  it!  For  more  information  on  how 
we  can  help  meet  your  account  acquisition,  customer  reten¬ 
tion  and  activation  objectives  please  call  1-800-323-5377. 


The  Cooperative  Mariceting  Company 


Total  Marketing  Capabilities 
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Artificial 
Intell^nce 
for  Banking: 
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Recent 

Developments 


By  Terri  C.  Chung 

Director  of  Implementation 
Citicorp  Global  Payment  Products 
Chicago,  Illinois 


More  than  a  year  ago, 
bankers  began  talking 
about  artiflcial  intelli¬ 
gence  (AI)  and  the 
different  types  of  AI  technology 
such  as  expert  systems  and  natural 
language.  Since  that  time,  it  has 
become  clear  within  the  AI  indus¬ 
try  and  among  bankers  that  expert 
systems  have  gained  the  most  ac¬ 
ceptance.  Many  banks  have  begun 
developing  expert  system  ap¬ 
plications;  however,  not  many 


have  completed  these  develop¬ 
mental  efforts  yet.  Still,  two  key 
points  have  emerged  from  these 
developments: 

1.  All  Al/expert  systems  are 
customized  and  unique.  There  are 
no  “off  the  shelf’  applications. 

2.  Banks  clearly  perceive  this 
technology  as  being  on  the  com¬ 
petitive  cutting  edge  and  are  still 
reluctant  to  discuss  their  efforts. 

In  addition,  some  developments 
over  the  past  year  may  have  a  tre¬ 
mendous  impact  on  banks’  uses  of 


EDITOR’S  NOTE:  The  author, 
who  recently  joined  Citicorp,  was 
previously  Principal  Research 
Manager  at  Bank  Administration 
Institute. 
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AI  must  be  adapted  to  the  existing 
hardware  and  software  environment. 
To  rearrange  an  existing  environment 
around  AI  is  to  court  disaster. 


Al/expert  systems.  Specifically, 
major  computer  hardware  com¬ 
panies  such  as  IBM  and  Digital 
Equipment  Company  (DEC)  have 
developed  and/or  integrated  expert 
system  software  to  run  on  their 
mainframes.  Since  banks  are  heavy 
users  of  mainframe  equipment  from 
these  two  companies,  having  the 
AI  software  available  for  use  on 
familiar  machines  creates  a  more 
conducive  environment  for  fur¬ 
thering  usage  of  Al/expert  systems 
in  banks. 

At  BAI’s  recent  Money  Transfer 
Conference,  Citibank  and  Chemi¬ 
cal — which  were  early  adopters  of 
AI  technology — shared  some  of  the 
lessons  they  have  learned: 

Lesson  1 

There  is  a  vast  difference  be¬ 
tween  a  prototype  application  and 
an  implemented,  working  one.  The 
prototype  can  be  helpful  in  deter¬ 
mining  the  feasibility  of  an  applica¬ 
tion,  but  a  commitment  of  sig¬ 
nificant  time  and  money  must  be 
made  to  complete  the  actual  ap¬ 
plication.  Because  the  prototype 
may  be  standalone,  with  less  than 
complete  situations  and  data,  and 
because  it  may  not  interface  into 
the  overall  hardware  and  software 
environment,  it  can  often  be  com¬ 
pleted  with  minimal  time  and 
resources — but  this  can  make  it 
misleading.  A  prototype  can  take 
four  months  to  develop  versus 
perhaps  18  months  for  the  actual 
application.  Bankers  who  have 
been  involved  with  developing  ex¬ 
pert  systems  indicate  that  AI  is  not 


the  major  use  of  resources;  rather, 
it  is  the  integration  into  the  existing 
configuration  that  demands  the 
greatest  time  and  funds. 

Lesson  2 

AI  must  be  adapted  to  the  exist¬ 
ing  hardware  and  software 
environment.  Expert  systems 
software  has  been  developed  to  run 
on  mainframes,  PCs  and  networks 
in  all  types  of  database  manage¬ 
ment  situations.  To  rearrange  an 
existing  environment  around  AI  is 
to  court  disaster. 

Lesson  3 

Expert  system  technology  allows 
one  to  deal  with  situations  and 
problems  that  cannot  be  handled 
through  older  software  technology. 
That  is  not  to  say  that  solving  cer¬ 
tain  problems  cannot  be  done  with 
traditional  COB AL  or  FORTRAN ; 
it  is  simply  that  doing  so  would  re¬ 
quire  massive  programming  efforts 
entailing  huge  support  require¬ 
ments. 

An  expert  system  cannot  learn, 
that  is,  it  cannot  produce  com¬ 
pletely  new  solutions  to  a  problem 
without  input  about  the  circum¬ 
stances.  What  an  expert  system 
can  do  is  apply  the  insights  it  has 
been  given  to  any  situation  with  a 
similar  set  of  circumstances. 

Lesson  4 

Applications  for  expert  systems 
require  people  and/or  an  operation 
with  a  defined  set  of  knowledge 
which  can  be  learned  in  a  fixed 
amount  of  time  and  which  can  be 


improved  or  built  upon.  Applica¬ 
tions  which  are  to  be  avoided  are 
those  which  are  ambiguous,  vol¬ 
atile,  nonrepetitive  and  based  on 
quickly  changing  data  or  informa¬ 
tion.  For  example,  picking  a  win¬ 
ning  stock  is  not  an  effective  expert 
system  application.  However, 
developing  a  portfolio  of  invest¬ 
ments  which  meet  a  strategy  of  risk 
and  liquidity  is  feasible. 

Lesson  5 

Technology  must  match  the 
business  strategies.  It  cannot  be 
stand-alone  or  imposed  upon  the 
business  directions  of  a  bank. 

Lesson  6 

Expert  systems  must  have  in¬ 
tegration  as  a  key  objective. 

Development  Steps 

In  addition  to  the  lessons  learned 
by  banks  using  AI,  their  experi¬ 
ences  have  shown  that  certain 
steps  are  useful  in  the  development 
of  expert  systems: 

1.  Secure  the  commitment  of 
management  (for  resources),  the 
user  (operations)  and  the  developer 
(MIS). 

2.  Begin  with  the  most  viable  and 
visible  application  to  success. 

3.  Choose  the  appropriate  re¬ 
sources,  both  internally  and  exter¬ 
nally. 

4.  Choose  what  type  of  hardware 
and  software  environment  you  wish 
to  work  with  (mainframes,  PCs, 
specialized  equipment). 

5.  Hire  the  right  people  (often 
academics  or  known  AI  develop¬ 
ers). 

6.  Develop  a  detailed  project 
plan. 

7.  Develop  and  test  the  applica¬ 
tion. 

8.  Implement  the  application. 

9.  Document  the  application  for 
management,  user  and  developer 
with  meaningful  information  for 
each  of  the  three  groups. 

10.  Maintain  the  application  for 

ongoing  enhancements  to  the  expert 
system.  BAI 
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Bank  Stock  Buy-Backs: 
Bane  or  Benefit? 


By  Kenneth  F.  Pugllsl 

Senior  Vice  President 
Keefe,  Bruyette  &  Woods, 
Incorporated 
New  York,  New  York 


Since  “Black  Monday,” 
hundreds  of  publicly  traded 
companies  have  an¬ 
nounced  their  intention  to 
buy  back  some  of  their  common 
shares  in  the  open  market.  The 
specific  reasons  for  these  actions 
vary  from  company  to  company. 
But  in  all  cases,  the  stock  repur¬ 
chases  were  set  in  motion  by  the 
exceptionally  steep  decline  in  mar¬ 
ket  prices  that  occurred  on  October 
19,  1987. 

Banking  companies  are  among 
those  that  decided  to  take  advan¬ 
tage  of  the  unprecedented  decline 
in  the  market  prices.  As  of  this 
writing,  at  least  41  of  the  166 
banking  companies  monitored  by 
Keefe,  Bruyette  &  Woods  have  re¬ 
cently  announced  stock  repurchase 
programs.  Figure  1  lists  those 
banking  companies  and  provides 
estimates  of  the  potential  positive 
effect  on  earnings  per  share  and  the 
possible  negative  effect  on  equity 
to  asset  ratios  that  the  buy-backs 
could  create.  Not  included  in  this 
listing  are  several  companies  that 
have  not  yet  completed  stock  re¬ 
purchase  programs  that  were  au¬ 
thorized  earlier  in  this  year. 

In  our  opinion,  common  stock 
repurchases  can  make  a  great  deal 
of  financial  sense  for  certain  com¬ 
panies,  particularly  those  that  have 
excess  capital  and  whose  common 
stock  appears  to  be  significantly 


undervalued.  However,  along  with 
the  many  benefits  can  come  poten¬ 
tially  dangerous  pitfalls  which 
could  later  restrict  a  company’s 
strategies  and  hinder  its  growth. 
These  can  include  accounting  com¬ 
plications  that  could  negate  a  desir¬ 
able  (or  pending)  merger  transac¬ 
tion,  and  capital  adequacy  prob¬ 
lems  that  can  retard  balance  sheet 
expansion,  earnings  gains  and  fi¬ 
nancial  flexibility. 

Although  we  believe  there  are 
many  fine  investment  values 
among  the  bank  stocks  we  follow, 
we  think  bank  managements  must 
exercise  extreme  caution  and  resist 
buying  back  their  company’s  stock 
just  because  it  seems  cheap  or 
seems  to  be  the  thing  to  do.  Share¬ 
holders  of  companies  with  rela¬ 
tively  low  capital  ratios  and  rela¬ 
tively  weak  asset  quality  should 
think  twice  before  cheering  man¬ 
agement’s  announcement  of  a 
treasury  stock  repurchase.  In  a 
market  environment  where  inves¬ 
tors  are  nervous  about  the  state  of 
the  economy,  a  premium  should 
accrue  to  the  market  value  of  firms 
with  strong  balance  sheets  and  ex¬ 
cess  liquidity.  Conversely,  we 
think  the  shares  of  those  companies 
that  are  not  well-positioned  to  deal 
with  recession  or  with  a  consider¬ 
able  increase  in  loan  losses  should 
be  discounted. 

Benefits 

Common  stock  repurchases  can 
produce  a  variety  of  salutary  ef¬ 
fects.  First,  they  can  provide  a 
measure  of  underlying  support  for 
stock  prices  during  a  period  of 


bearish  sentiment.  Second,  they 
send  a  signal  to  the  market,  and  the 
company’s  shareholders,  that  man¬ 
agement  is  optimistic  about  the 
company’s  prospects,  and  that  they 
feel  the  stock  market  is  signifi¬ 
cantly  undervaluing  their  common 
shares.  Third,  the  reduction  in 
shares  outstanding  can  increase 
earnings  per  share  for  those  stock¬ 
holders  that  chose  to  retain  their 
stock.  And  fourth,  at  today’s  lower 
prices,  the  cost  of  providing  stock 
for  dividend  reinvestment  plans, 
stock  options,  employee  stock 
ownership  plans,  conversion  of 
convertible  securities,  and  other 
programs  can  be  significantly  re¬ 
duced. 

Effect  on  Earnings  per  Share 

Among  the  positive  effects 
enumerated  above,  the  main  one 
that  can  be  readily  quantified  is  the 
effect  on  earnings  per  share.  Figure 
1  provides  estimates  of  the  poten¬ 
tial  earnings  per  share  increase  that 
might  result  from  the  recently  an¬ 
nounced  stock  repurchase  plans. 
The  estimate  calculations  assume 
that  the  companies  do  not  im¬ 
mediately  restore  their  equity  to 
asset  ratios  by  shrinking  their  bal¬ 
ance  sheets.  In  our  calculations,  we 
have  also  assumed  that  the  cost  of 
funding  the  purchases  is  equal  to 
the  90-day  CD  rate,  which  serves 
as  a  proxy  for  both  the  incremental 
cost  of  borrowing  and  the  opportu¬ 
nity  cost  of  foregone  interest  in¬ 
come  on  temporary  investments. 

Not  surprisingly,  the  table  re¬ 
veals  that  the  potential  percentage 
increase  in  earnings  per  share  is 
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Figure  1 .  Recently  Announced  Bank  Stock  Repurchase  Programs. 


Company  Name 

Stock 

Symbol 

Shares 
to  be 

repurchased 

X  of  F.D. 

shares 

1988 

EPS 

est 

Possible 

New 

EPS 

%  change 
EPS 

3rd  O' 87 
equity/ 
assets 

New 

equity/ 

assets 

Percent 
Change  change 

Affiliated  Banks  of  Col. 

AFBK 

100,000 

0.98% 

SI.  20 

$1.21 

0.62% 

7.36% 

7.32% 

0.04 

0.56% 

Amoskeag  Bankshares 

AMKG 

480,000 

4.24 

1.90 

1.96 

3.16 

8.35 

8.05 

0.30 

3.64 

Bancorp  Hawaii 

BNHI 

500,000 

5.17 

6.10 

6.31 

3.49 

6.41 

5.94 

0.47 

7.36 

Bank  of  Boston 

BKB 

5,000,000 

7.72 

2.45 

2.57 

5.07 

5.78 

5.42 

0.36 

6.18 

Barnett  Banks,  Inc. 

BBl 

2,000,000 

3.28 

3.85 

3.93 

2.20 

5.67 

5.39 

0.28 

4.90 

Boatmen's  Bancshares 

BOAT 

300,000 

1.57 

4.70 

4.75 

1.11 

6.89 

6.79 

0.10 

1.49 

Branch  Corporation 

BNCH 

500,000 

2.50 

3.90 

3.97 

1.72 

6.43 

6.04 

0.39 

6.04 

Central  Fidelity 

CFBS 

800,000 

5.03 

3.35 

3.47 

3.50 

7.79 

7.27 

0.52 

6.71 

Chittenden  Corp 

CNDN 

250,000 

5.26 

1.85 

1.91 

3.05 

7.67 

7.18 

0.49 

6.42 

Citicorp 

CCI 

5,000,000 

1.87 

12.60 

12.82 

1.77 

4.19 

4.14 

0.05 

1.19 

Citizens  Banking 

CBCF 

200,000 

2.91 

2.65 

2.71 

2.14 

7.73 

7.58 

0.16 

2.01 

Comerica,  Inc. 

CMCA 

600,000 

5.40 

8.70 

9.06 

4.09 

6.11 

5.77 

0.34 

5.62 

CoreStates  Financial 

CSFN 

750,000 

1.90 

4.55 

4.61 

1.37 

7.13 

6.98 

0.16 

2.18 

Crestar 

CRFC 

608,460 

2.14 

3.40 

3.45 

1.58 

6.05 

5.91 

0.13 

2.23 

Deposit  Guaranty  Corp 

DEPS 

400,000 

4.46 

4.60 

4.75 

3.26 

6.90 

6.50 

0.40 

5.78 

Dominion  Bankshares 

DMBK 

75,000 

0.22 

2.25 

2.25 

0.16 

6.28 

6.26 

0.02 

0.25 

First  Alabama 

FABC 

400,000 

1.23 

1.85 

1.86 

0.76 

9.47 

9.32 

0.15 

1.61 

First  Florida  Banks 

FFBK 

1,600,000 

9.78 

3.20 

3.43 

7.28 

7.45 

6.61 

0.84 

11.30 

First  Illinois  Corp. 

FTIL 

1,500,000 

7.22 

1.25 

1.30 

4.07 

8.36 

6.91 

1.45 

17.36 

First  Interstate 

I 

3,000,000 

6.37 

7.80 

8.21 

5.29 

4.67 

4.43 

0.24 

5.09 

First  of  America 

FABK 

250,000 

1.72 

6.45 

6.53 

1.29 

8.00 

7.87 

0.13 

1.60 

First  Union 

FUNC 

2,500,000 

2.23 

2.90 

2.95 

1.67 

7.08 

6.90 

0.18 

2.51 

First  Virginia  Banks 

FVB 

500,000 

2.43 

3.10 

3.15 

1.67 

8.25 

7.98 

0.27 

3.29 

First  Wachovia 

FW 

2,000,000 

3.39 

4.30 

4.40 

2.34 

6.88 

6.52 

0.36 

5.16 

Hibernia  Corporation 

HIBCA 

1,900,000 

9.94 

2.55 

2.74 

7.33 

6.05 

5.25 

0.80 

13.19 

Huntington  Bancshares 

HBAN 

1,500,000 

5.33 

2.90 

3.01 

3.92 

6.13 

5.74 

0.38 

6.26 

Keystone  Financial 

KSTN 

250,000 

2.05 

2.20 

2.23 

1.36 

8.12 

7.92 

0.20 

2.42 

Merchants  National  Corp 

MCKN 

600,000 

4.09 

3.05 

3.14 

3.10 

7.60 

7.31 

0.29 

3.78 

Michigan  National 

HNCO 

1,100,000 

7.17 

6.00 

6.40 

6.65 

6.12 

5.86 

0.26 

4.18 

MNC  Financial  Inc. 

MNCF 

1,000,000 

3.33 

5.85 

6.00 

2.59 

5.87 

5.65 

0.21 

3.62 

Multibank  Financial 

MLTF 

300,000 

3.14 

2.40 

2.45 

2.21 

6.68 

6.47 

0.21 

3.13 

National  City  Corp 

NCTY 

1,000,000 

2.41 

4.40 

4.48 

1.79 

6.09 

5.90 

0.19 

3.19 

Pacific  Western 

PAWB 

200,000 

1.71 

0.70 

0.71 

1.30 

5.78 

5.70 

0.08 

1.41 

Riggs  National  Bank 

RIGS 

500,000 

3.58 

3.25 

3.34 

2.68 

5.39 

5.22 

0.17 

3.17 

Security  Bancorp 

SECB 

100,000 

1.22 

2.60 

2.62 

0.76 

5.69 

5.59 

0.09 

1.66 

Signet  Banking 

SBK 

500,000 

1.98 

4.50 

4.57 

1.55 

5.64 

5.52 

0.12 

2.05 

Society  Bancorp 

SOCI 

1,125,000 

4.69 

4.10 

4.24 

3.36 

7.00 

6.62 

0.38 

5.45 

South  Carolina  National 

SCNC 

1,000,000 

4.34 

2.60 

2.68 

2.96 

7.39 

6.94 

0.45 

6.04 

SouthTrust  Corp 

SOTR 

100,000 

0.40 

2.75 

2.76 

0.30 

6.94 

6.91 

0.03 

0.44 

Sunwest  Financial  Group 

SFSI 

600,000 

6.08 

3.90 

4.07 

4.38 

8.04 

7.34 

0.70 

8.68 

Vermont  Financial  Serv. 

VFSC 

62,000 

2.03 

4.65 

4.72 

1.60 

7.52 

7.28 

0.24 

3.24 

FD:  Fully  Diluted  EPS:  Earnings  per  Share 


somewhat  less  than  the  percentage 
decline  in  fully  diluted  shares  out¬ 
standing.  The  cost  of  funding  the 
transaction,  the  premiums  over 
book  value  paid  for  the  shares  and 
the  existence  of  preferred  stock  in 
the  capital  structure  explain  the 
difference  between  the  earnings  per 
share  increase  and  the  decline  in 
shares  outstanding. 

Although  the  earnings  per  share 


boost  in  most  cases  is  signiHcant 
for  several  reasons,  all  of  which  fall 
under  the  category  of  uncertainty, 
we  have  not  yet  made  changes  to 
our  1988  earnings  per  share  esti¬ 
mates  bi.sv  f  on  these  authorized 
stock  buy-backs.  One  reason  is  that 
the  purchases  may  not  have  been 
entirely  completed  in  1987,  and 
some  may  not  be  completed  at  all 
or  even  in  part.  The  companies  are 


under  no  obligation  to  carry  out  the 
buy-backs.  Also,  the  extent  to 
which  banking  companies  might 
shrink  their  assets  to  accommodate 
the  slightly  lower  capital  base  is 
unknown.  And  importantly,  given 
the  uncertain  economic  environ¬ 
ment  that  has  been  created  by  the 
same  event  that  triggered  the  stock 
buy-backs,  we  believe  it  would  be 
prudent  to  maintain  conservative 
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earnings  per  share  estimated  at  this 
time. 

Pitfalls 

While  banking  companies  can 
easily  justify  purchases  of  their 
own  common  stock  on  financial 
grounds,  if  the  transactions  are  not 
carefully  thought  out  and  executed, 
these  buy-back  programs  can  have 
detrimental  side  effects  in  the  fu¬ 
ture.  We  are  referring  to  the  ac¬ 
counting  restrictions  that  may  be 
placed  on  companies  that  are  en¬ 
gaged  in,  or  hope  to  engage  in, 
merger  and  acquisition  transac¬ 
tions,  and  to  the  possibility  that  the 
company  may  have  to  choose  be¬ 
tween  the  alternatives  of  foregoing 
growth  opportunities  due  to  capital 
constraints,  or  replenishing  the  re¬ 
purchased  capital  at  a  time  when 
market  prices  are  even  lower  than 
they  are  today.  Both  of  these  con¬ 
cerns  are  briefly  discussed  below. 

Merger  Accounting 
Considerations 

In  general,  pooling-of-interests 
accounting  treatment  has  been  the 
preferred  vehicle  for  effecting  bank 
acquisitions  over  the  last  few 
years.  It  has  been  preferred  be¬ 
cause  of  the  stronger  capital  posi¬ 
tion  that  can  be  created  by  the 
combination,  and  the  jaundiced 
view  bank  regulators  and  rating 
agencies  take  of  the  intangible  as¬ 
sets  that  are  usually  created  in  pur¬ 
chase  transactions.  Furthermore, 
in  stock-for-stock  transactions, 
payment  of  capital  gains  tax  by  the 
shareholders  of  the  acquired  com¬ 
pany  is  avoided. 

However,  in  order  for  a  company 
to  use  pooling-of-interests  ac¬ 
counting  treatment,  several  condi¬ 
tions  have  to  be  met.  One  of  those 
conditions  is  that  at  least  90%  of 
the  value  of  the  transaction  must  be 
comprised  of  newly  issued  com¬ 
mon  stock.  The  other  10%  can  in¬ 
clude  such  compensation  as  cash 
paid  to  dissenting  shareholders, 
cash  paid  for  fractional  shares,  and 
shares  issued  that  have  been 


“tainted”  by  a  treasury  stock  re¬ 
purchase. 

For  the  purpose  of  determining 
the  percentage  of  trained  shares 
used  in  a  transaction,  the  Securities 
and  Exchange  Commission  aggre¬ 
gates  the  tainted  shares  of  both 
parties  to  the  merger.  Conse¬ 
quently,  the  existence  of  such 
shares  on  the  books  of  either  party 
to  the  merger  transaction  can  result 
in  denial  of  pooling-of-interests 
treatment.  Obviously,  then,  the 
existence  of  treasury  stock  can 
greatly  complicate  a  merger  trans¬ 
action,  and  could  result  in  a  situ¬ 
ation  where  the  requirement  to  use 
purchase  accounting  treatment 
makes  the  deal  too  costly  for  the 
acquiring  company  to  undertake. 
Therefore,  merger-minded  bank 
managements  will  have  to  be  care¬ 
ful  not  to  buy  back  too  much  of 
their  holding  company’s  stock,  and 
they  should  take  into  consideration 
the  treasury  positions  of  those 
companies  they  have  targeted  for 
possible  future  acquisition. 

Fortunately,  shares  acquired  in  a 
stock  repurchase  program  become 
untainted,  or  “cured,”  two  years 
after  the  date  of  purchase,  or  when 
they  are  reissued.  Reissue  can  be 
accomplished  in  a  variety  of  ways, 
including  through  an  underwriting, 
conversion  or  convertible  securi¬ 
ties,  or  use  of  the  shares  in  a  pur¬ 
chase  acquisition. 

Also,  if  the  shares  were  acquired 
for  a  specific  future  use  unrelated 
to  business  combinations,  they  are 
not  considered  tainted  shares.  This 
might  include  such  uses  as  dividend 
reinvestment  plans,  exercise  of 
stock  options,  employee  stock  pur¬ 
chase  or  bonus  plans,  or  conver¬ 
sion  of  a  security  (if  the  purchase 
price  is  within  75%  of  the  exercise 
or  conversion  price),  provided  that 
a  systematic  pattern  of  re¬ 
acquisition  is  established  at  least 
two  years  before  the  plan  of  com¬ 
bination  is  initiated.  The  two-year 
test  is  waived  if  the  shares  are  pur¬ 
chased  in  connection  with  a  new 
stock  option  or  compensation  plan. 


Capital  Adequacy  Considerations 

As  shown  in  Figure  1,  most  of 
the  banking  companies  that  have 
recently  announced  treasury  stock 
repurchase  plans  possess  relatively 
strong  equity-to-asset  ratios.  Also, 
most  of  these  companies  (more 
than  70%)  have  good  asset  quality 
characteristics;  therefore  there  is 
little  danger  that  large  loan  losses 
will  prevent  them  from  replacing 
the  capital  through  earnings  reten¬ 
tion.  The  most  obvious  exceptions 
to  this  are  Citicorp  and  First  Inter¬ 
state,  both  of  which  have  equity  to 
asset  ratios  below  5%  and  substan¬ 
tial  LDC  (less-developed  country) 
loan  exposures. 

In  Citicorp’s  case,  the  an¬ 
nounced  buy-back  is  small  (less 
than  2%  of  shares  outstanding)  and 
will  not  have  a  material  effect  on 
the  equity-to-asset  ratio.  The  an¬ 
nouncement  by  First  Interstate 
may  be  intended  as  an  expression 
of  confidence  in  the  company’s  re¬ 
cent  restructuing.  Also,  since  the 
beginning  of  1987,  First  Interstate’s 
stock  has  declined  in  price  more 
severely  than  those  of  most  other 
banking  companies,  perhaps  pre¬ 
senting  a  greater  opportunity. 

The  table  also  shows  that  the  ef¬ 
fect  of  these  buy-backs  on 
equity-to-asset  ratios,  even  if  com¬ 
pletely  executed,  will  be  relatively 
minor.  The  effect  on  other  mea¬ 
sures  of  capital  to  assets,  would  be 
even  less  significant,  since  the  po¬ 
tential  decline  in  capital  is  a  smaller 
percentage  of  the  capital  base. 

Nevertheless,  if  pooling-of-inter- 
ests  acquisition  transactions  be¬ 
come  more  difficult  to  accomplish, 
some  of  these  companies  may  have 
to  engage  in  purchase  transactions 
in  order  to  implement  their  geo¬ 
graphical  diversification  strategies. 
This  process  could  further  erode 
their  capital  ratios  and  require  the 
company  to  raise  capital.  If  this  oc¬ 
curs  at  a  time  when  stocks  are  more 
highly  priced,  the  buy-back  pro¬ 
gram  will  have  been  successful.  On 
the  other  hand,  the  opposite  sce¬ 
nario  is  certainly  possible .  BAI 
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First  Data  Management 
bidding  C^pany 


Speciaiized 
Management  Support 


has  been  acquired  by 


has  been  acquired  by 


First  Financial 
Management  Corporation 


_ W9  initiated  this  transactior) 

_ and  acted  as  financial  advisor  to 

First  Data  Management  Holding  Company. 


CrossLand  Savings,  FSB 


We  initiated  this  transaction  and 


acted  as  finarKid  advisor  to 


Specialized  Management  Support 


Citicorp  Investment  Bank 
Mergers  and  Acquisitions  Department 

Financial  Services 

Frederick  M.  Dawson 

Managing  Director 

MattMisra 

Financial  Institutions 

Karen  A.  Murphy 

Insurance 

S.  Ritter  Gaylord 
James  A.  Lewis 
Thomas  G.  Rudkin 
LatifN.  Sayani 


_ 153  East  53rd  Street 

_ New  York,  New  York  10043 

(212)559-1000 

The  world’s  most  powerful  investment  bank. 


CITICORPOINVESTMENTBANK 


I 


WITH  MOSLER, 
0”$  BEAUTIFUL 
ON  BOm  SIDES. 


ONLY  MOSLER  GIVES  YOU  A 
TOTAL  INTTERIOR  PACKAGE  AS 
PRACTICAL  FOR  YOUR  TELLERS  AS 
rris  ATTRACTIVE  TO 
YOUR  CUSTOMERS. 


Functional  equipment  is  important 
in  a  work  environment,  but  an  office  also 
needs  to  be  attractive.  Getting  both  is 
what  makes  a  Mosler  financial  interior  a 
beautiful  package. 

Giving  new  vitality  to  an  out-dated 
facility  couldn’t  be  simpler.  Just  describe 
the  “personality”  you  want  and  open  for 
business  sooner  than  you’d  expect. 

The  innovative  and  experienced 
design  team  at  Mosler  will  work  directly 
with  you,  your  builder,  architect  or  inte¬ 
rior  designer  to  develop  a  package  for 
financial  furniture  that’s  functional,  effi¬ 
cient  and  the  highest  quality.  It’s  a  valu¬ 
able  extra  service  you  get  at  no  extra  cost. 

With  our  vast  experience  and  broad 
product  line,  Mosler  offers  you  a  unique 
ability  to  combine  beauty,  function  and 
protection  in  a  coordinated  interior  design 
customized  to  your  needs.  Combine  that 
advantage  with  our  physical  security  prod¬ 
ucts,  transaction  systems  and  electronic 
security  products  and  you  get  single¬ 
source  responsibility  for  performance  and 
reliability  at  One  Security  Place. 

And  you’re  backed  by  Mosler  Service, 
the  security  industry’s  most  respected 
support  team,  available  24  hours  a  day, 
seven  days  a  week  in  all  50  states. 

If  you  have  a  new  building  or  remodel¬ 
ing  project  on  the  drawing  board,  a  Mosler 
representative  should  be  on  your  planning 
team.  For  the  name  of  the  one  nearest  you, 
write  us  or  call  toll-free:  1-800-543-4584. 


MOSLER  .  \  ' 

CUSTOM  EURNnURE  , 

isn’t  limited  to  counteV  systems 
alone.  We  can  carry  through  \  .-V' 
your  design ^sehemeVith  ex^-  3^ 
utive  desks,  conferen'iqe  tJ^bleh, 
check  desks,  railjjigs  apd  \  ^ 

planters.  \  ^  v  n 


MOSLER  UNDER-  / 
COUNTER  STEEL  , 

coordinates  beautifully  with--^ 
our  counter  systems  because 
Mosler  is  the  only  single  source 
for  both.  Modular  units  coldr- 
coordinated  in  a  variety  of  ^ 
designer  finishes  give  you  vir¬ 
tually  unlimited  combinations. 


MOSLER  BULLET-RESISTIVE  PRODUCTS 

satisfy  the  needs  for  employee  safety,  yet  maintain 
personal  customer  contact.  Mosler  installs  complete 
systems:  windows,  pass-thrus,  doors  and  more. 


MOSLER  CIjOSED- 
ClRCUTT  TELEVISION 

deters  robbery  and  fraud, 
identifies  suspects.  Specified, 
installed  and  serviced  by 
Mosler,  it’s  available  in  any 
configuration— ready  to  expand 
with  your  needs. 


FINANCIAL 


is  factory-finished  and  ready  to 
mstdll,  often  over  a  weekend. 
<moose  from  many  standard 
counters  and  accessories,  or 

tsk  Mosler  to  custom-design 
o  interior  for  you. 


One  Security  Place 
Hamilton,  OH  45012 


ALL  IS  WEIL’ 


Automation  &  Technology  Report 


Haw  Office  Automation 
Benefits  Banking 


Banks  handle  money.  But  behind  the  scenes, 
they  obviously  do  much  more.  Supporting 
a  bank’s  financial  transactions  is  a  complex 
office  environment  in  which  documents  are 
developed,  stored,  retrieved  and  transmitted; 
mail  is  created  and  processed;  and  informa¬ 
tion  is  shared  through  a  variety  of  systems. 

How  does  the  current  generation  of  office 
products  enable  banks  and  financial  institu¬ 
tions  to  function  more  productively?  To  find 
out.  Bank  Administration  asked  a  group  of 
leading  office  systems  and  equipment  sup¬ 
pliers.  Here’s  what  they  had  to  say: 

■  John  Wagner,  President,  Allegheny 
Paper  Shredder  Corp: 

The  law  requires  banks  to  properly  destroy 
paper.  That’s  wlty  paper  shredders  are  so  im¬ 
portant.  Since  banks  are  getting  rid  of  more 
paper  than  ever,  they  need  machines  with 
greater  capacity  to  facilitate  handling  at  lower 
cost. 

Banks  are  centralizing  their  paper  shred¬ 
ding  operations,  instead  of  having  shredders 
placed  in  several  departments. 

Bank  operations  needing  a  high  degree  of 
security,  such  as  an  audit  department,  often 
use  a  locked  security  cart  for  discarding 
paper.  Departmental  personnel  then  super¬ 
vise  the  actual  shredding  process. 

Banks  with  high  volumes  of  paper  find  it 
profitable  to  bale  and  sell  the  paper  for  recy¬ 
cling.  Banks  are  tying  shredders  and  balers 
together  to  automate  operations.  Hydrauli¬ 
cally  powered  balers  can  bale  automatically 
—then  tie  off  a  standard-sized  bale  that  fits 
into  a  railroad  car. 

Paper  shredders  with  the  capability  to 
shred  microfilm  and  microfiche  are  also  be¬ 
coming  more  popular. 

■  Dennis  J.  McCarthy,  Corporate  Vice 
President  and  President,  Document 
Management  Products  Division,  Bell  & 
Howell  Company: 

Tody’s  technologies  for  integrating  infor¬ 
mation  help  banks  find  and  retrieve  impor¬ 
tant  documents  quickly,  even  though  the 
information  may  be  scattered  throughout  the 
bank. 

For  example,  banks  can  use  PC-based  op¬ 
tical  disk  ^sterns  for  instant,  random  retriev¬ 
al  of  information.  Multiple  retrieval  of 


information  through  networking  of  these  sys¬ 
tems  is  also  possible. 

Information  storage  and  retrieval  systems 
merge  computer  power  with  document  man¬ 
agement  techniques,  allowing  banks  to  in¬ 
crease  their  transaction  speed  while  reducing 
their  costs.  Systems  providing  both  data  and 
image  allow  banks  to  respond  more  quickly 
to  customer  inquiries. 

■  Ray  Schumaker,  Vice  President  of 
Marketing,  Phillipsburg  Division,  Bell  & 
Howell  Company: 

Labor  costs  are  lower  now  because  mail¬ 
ing  is  automated.  High-speed  mail  process¬ 
ing  equipment  can  take  computer-generated 
paper  and  eliminate  separate  bursting,  fold¬ 
ing  and  visual  matching  of  documents.  It  can 
match  individual  checks  to  the  right  account 
statement,  put  the  right  documents  into  enve¬ 
lopes  and  attach  postage. 

High-speed  sorting  equipment  saves  on 
postage.  A  batch  of  intermixed  envelopes  can 
be  weighed  automatically,  so  the  right 
amount  of  postage  can  be  applied.  Outgoing 
mail  can  be  automatically  sorted  at  high- 
speeds  into  ZIP-plus-four  categories,  result¬ 
ing  in  savings  of  up  to  four  cents  per  en¬ 
velope. 

Today’s  high-speed  sorting  equipment  im¬ 
proves  cash  flow  for  banks  running  credit 
card  or  lockbox  operations.  Customer  state¬ 
ments  can  have  return  envelopes  bar  coded 
to  indicate  large  payments.  Sorters  can  pull 
those  envelopes  out  of  incoming  mail,  so 
banks  can  deposit  cash  quickly. 

Banks  can  use  this  feature  as  a  marketing 
tool  to  sell  their  services.  The  processing 
equipment  speeds  the  flow  of  incoming  dol¬ 
lars  to  clients’  accounts. 

■  Haruo  Murase,  Senior  Vice  President 
and  General  Manager,  Reprographic 
Products  Group,  Canon  U.S.A.,  Inc: 

The  back  offices  of  banks  now  employ  an 
array  of  technologically  advanced  equipment 
that  processes  information  more  efficiently 
than  ever  before. 

The  processing  of  original  materials,  in¬ 
cluding  checks,  mortgage  and  loan  applica¬ 
tions  and  internal  reports  and  memoranda  is 
now  accomplished  through  the  continuous 
use  of  photocopiers,  facsimile  machines  and 
micrographics  equipment. 


Photocopiers  provide  the  capability  for 
making  working  copies  of  credit  and  mort¬ 
gage  applications,  as  well  as  file  copies  of 
bank  correspondence  and  reports. 

Oftentimes,  documents  contain  sections 
that  must  be  deleted  before  copying,  requir¬ 
ing  time-consuming  cutting  and  pasting. 
State-of-the-art  mid-  and  high-volume  copi¬ 
ers  feature  electronic  editing,  allowing  users 
to  copy  only  the  desired  areas  of  an  origi¬ 
nal.  For  the  many  originals  that  contain  sig¬ 
natures  in  blue  and  red  ink,  technology  also 
allows  these  colors  to  be  captured  for  clear, 
legible  copies. 

Daily  communications  between  branches 
and  central  offices  have,  until  recently,  been 
conducted  be  telephone  and  mail  couriers. 
Today,  facsimile  machines  have  ushered  in 
a  new  era  of  virtually  instant  transmission 
of  text,  illustrations  and  photographs. 

Central  bank  offices  often  disseminate  loan 
rates  and  policy  information  to  several  lo¬ 
cations  on  a  daily  basis.  Facsimile  machines 
feature  broadcast  functions  that  provide  for 
simultaneous  transmission  of  documents  to 
dozens  of  locations.  Conversely,  polling  fea¬ 
tures  can  initiate  transmission  of  documents 
automatically,  allowing  central  offices  to 
monitor  daily  branch  activities. 

Plain-paper  facsimile  technology  offers 
immediate  source  documents,  eliminating 
the  need  for  copying  thermal-paper  originals. 

Perhaps  the  biggest  task  for  many  banks 
is  processing  and  recording  checks.  Micro¬ 
graphics  equipment  offers  a  fast  and  easy 
way  to  record  and  retrieve  information, 
through  such  technology  as  rotary  and  plane¬ 
tary  cameras  and  sophisticated  reader/print¬ 
ers.  The  dry  toner  process  offers  cost  savings 
and  improved  image  quality.  Sophisticated, 
computer-assisted  retrieval  can  also  be  ac¬ 
complished  ly  integrating  computers  with 
micrographics  equipment. 


■  Tony  Amason,  Executive  Vice  Presi¬ 
dent  and  General  Manager,  Harris/Lanier 
Voice  Products  Division; 

Banks  are  becoming  marketing  conscious 
and  are  relying  heavily  on  telecommunica¬ 
tion  services  to  compete. 

The  role  of  the  modern  PBX  in  banking 
is  increasing  dramatically.  New  PBX  systems 
provide  new  capabilities  that  enhance  the 
ability  of  a  bank  to  offer  new  services.  Auto¬ 
matic  call  distributors  provide  better  cus¬ 
tomer  service.  Voice/data  capability  allows 
PCs  to  communicate  more  efficiently.  Non- 
blocking  assures  that  the  PBX  can  handle  a 
high  volume  of  calls.  Networking  allows 
different  banking  locations  to  exchange  in- 
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formation  faster  and  more  efficiently.  Redun¬ 
dancy  provides  added  system  reliability.  And 
call  accounting  controls  costs  and  evaluates 
performance. 

The  newest  technology  in  dictation  is  the 
digital  system,  which  stores  voice  digitally 
on  magnetic  disks,  offering  more  user  con¬ 
trol  at  the  time  of  dictation.  Unlike  tape- 
based  systems,  digital  systems  can  distrib¬ 
ute  work  automatically.  In  a  banking  appli¬ 
cation,  work  can  be  dictated  from  multiple 
branches  to  a  centrally-located  system.  It  can 
then  be  divided  by  author,  work  type  or 
department  and  sent  to  transcriptionists  in 
various  departments  or  branches.  The  sys¬ 
tem  also  facilitates  management  control 
by  providing  cost  accounting,  productivity 
reports  and  location  of  work. 

Because  of  diversification  in  banking  ser¬ 
vices,  specifically  in  foreign  exchange  and 
brokerage  services,  banks  have  a  critical 
need  for  voice  recording  equipment.  Multi¬ 
channel  recorders  are  used  in  these  appli¬ 
cations  as  well  as  in  traditional  environments 
such  as  wire  transfer,  bookkeeping  and  stop 
payment  desks.  Equipment  capability  pro¬ 
vides  the  bank  with  a  documented  record¬ 
ing  of  the  transaction,  including  date  and 
time  of  call. 

■  Edward  A.  Krupotich,  President, 
Omation  Corp: 

An  enormous  amount  of  bank  business  is 
transacted  daily  by  means  of  envelopes. 
Techniques  and  equipment  for  processing 
them  effectively  are  of  great  benefit  to  banks 
and  their  customers. 

For  lockbox  operations,  the  use  of  multi¬ 
ple  post  office  boxes  provides  for  convenient 
sorting  by  the  post  office,  but  with  some 
penalty,  such  as  the  cost  of  the  box  and  some 
delay  in  delivery.  For  large  volumes  of  mail 
with  recipient  pickup  and  high-speed  auto¬ 
matic  sorting  machines  using  precoded  enve¬ 
lopes  for  optical  character  or  bar  code  read¬ 
ing,  only  a  single  post  office  box  need  be 
used.  In  addition  to  eliminating  the  box 
costs,  the  earlier  availability  of  this  mail  ac¬ 
celerates  cash  flow.  It  is  not  uncommon  for 
float  to  be  reduced  by  a  day. 

For  small  volumes,  small,  slicer-type  en¬ 
velope  opening  machines  are  used.  However, 
for  laige  volumes,  newer  machines  employ¬ 
ing  milling  cutter  technology  are  required, 
because  they  provide  high  throughput  and 
maximum  protection  of  contents.  In  addition, 
these  machines  offer  options  such  as  elec¬ 
tronic  counting,  batching  and  envelope 
dating. 

A  recent  development  is  the  combination 
of  a  verifier  machine  coupled  to  a  high-speed 


envelope  opener  to  sort  and  open  envelopes, 
especially  remittances,  to  standard  and  ex¬ 
ceptions,  all  in  one  pass.  This  speeds  up  sub¬ 
sequent  remittance  processing,  further  en¬ 
hancing  cash  flow  and  reducing  float. 

An  alternative  method  of  handling  incom¬ 
ing  envelopes  is  the  use  of  extractors  for  as¬ 
sisting  the  operator  in  removing  contents 
from  envelopes.  This  pre-opening  and  sort¬ 
ing  can  speed  up  remittance  processing, 
despite  double  handling.  One  new  model  can 
also  be  used  directly  with  a  computer  entry 
workstation. 

Finally,  there  is  the  need  to  verify  emp¬ 
tied  envelopes  to  prevent  discarding  of 
checks.  While  most  extractors  incorporate 
some  form  of  verification  by  photoelectric 
means,  one  new  piece  of  equipment  uses  pre¬ 
cise  electronic  micrometer  techniques  for 
verification. 

■  Dan  McCarthy,  Group  Vice  President, 
Marketing,  Pitney  Bowes: 

Mailing  account  systems  are  one  way  mail 
processing  is  becoming  more  cost-effective. 
These  systems  automatically  charge  back 
costs  to  various  accounts.  They  are  easy  to 
use  and  record  the  number  of  pieces,  the 
time  they  were  processed  and  the  cost  of 
postage  by  types  or  classes  of  mail.  This 
management  information  is  retained  in  the 
system’s  electronic  memory  indefinitely. 

Postage-by  phone  saves  users  time  in  reset¬ 
ting  postage  meters.  Instead  of  going  to  the 
post  office,  a  user  can  add  postage  with  a 
phone  call.  The  monthly  summaries  the  sys¬ 
tems  provide  can  be  used  to  track  postage 
use  at  several  branches. 

Banks  benefit  from  inserting  systems  that 
coordinate  regular  computer-generated  paper 
processing  with  mail  handling.  These  com¬ 
puter  output  mailing  systems  fold,  burst,  in¬ 
sert,  meter  and  sort  mail  ZIP  Code  in  one 
uninterrupted  operation. 

Many  enhancements  are  available,  so  that 
each  bank  can  configure  its  mail  operation 
for  maximum  productivity.  For  example,  an 
automatic  bundler-bander,  when  attached  to 
an  inserting  system,  segregates  and  readies 
outgoing  envelopes  to  take  immediate  advan¬ 
tage  of  presort  and  ZIP -I- 4  discounts. 

Computer  “intelligence”  included  with 
high-volume  mailing  machines  allows  them 
to  respond  to  information  generated  from 
mainframe  computers.  Selection  feeding  of 
information  into  envelope  inserters,  direct 
feeding  to  mainframes  for  automated  invoic¬ 
ing  and  inventory  control  from  shipping  ^s- 
tems  are  some  examples  of  trends  in  this 
area. 

■  James  Moore,  Director  of  Corporate 


Marketing,  Telex  Computer  Products, 
Inc: 

Because  of  the  growth  of  consumer  credit 
products,  the  automation  of  credit  adminis¬ 
tration  and  credit  collections  departments  has 
become  one  of  the  primary  focuses  of  bank 
executives. 

These  collection  departments  need  to  be 
as  effective  as  possible  and  still  give  the 
customer  personal  contact.  Consequently, 
banking  executives  are  turning  to  credit  veri¬ 
fication  systems,  collection  systems  and  cus¬ 
tomer  networks  that  allow  the  operator  to 
contact  many  more  clients  per  hour  than  pos¬ 
sible  through  manual  means. 

The  operator  must  be  able  to  make  account 
inquiries,  account  updates  and  credit  bureau 
checks,  all  while  discussing  the  status  of  the 
account  with  the  customer.  Terminals  and 
workstations  now  provide  telephone  ar>d  data 
communications  along  with  calculator  capa¬ 
bilities,  built-in  calendar  functions  and  other 
internal  application  features. 

Data  communications  equipment  manu¬ 
facturers  now  offer  products  that  serve  sev¬ 
eral  different  functions.  Terminal  equipment 
must  be  compatible  with  currently  installed 
mainframe  systems  and  flexible  enough  to 
meet  the  needs  of  individual  departments 
within  the  bank. 

■  John  Laurence,  Manager  of  Financial 
Service  Marketing,  Xerox  Corporation: 

Banks  can  now  expect  vendors  to  identify 
specific  applications  for  their  products. 
Sometimes  products  are  created  specifically 
for  an  application,  such  as  a  microprinter. 
But  in  other  cases,  generic  products  can  be 
specialized  to  meet  a  unique  task. 

Specialization  in  document  processing 
equipment  can  range  from  adapting  a  stan¬ 
dard  copier  to  copy  checks,  to  having  MICR 
capability  on  a  laser  printer  for  printing 
checks  and  transaction  routing  tickers.  It  can 
also  include  working  with  software  program¬ 
mers  and  engineers  to  make  more  equipment 
function  together. 

Multifunctionality  of  single  products  is 
another  beneficial  trend.  For  example,  a  fac¬ 
simile  machine  used  specifically  for  com¬ 
munication  and  distribution,  may  also  be¬ 
come  a  printer  for  a  computer  or  a  scanner 
to  get  information  into  a  system. 

Products  like  this  continue  to  evolve  in 
value-added  situations.  They  range  from 
products  that  function  well  in  a  local  area, 
such  as  a  typewriter  that  can  serve  as  a 
printer  for  a  computer,  up  to  a  machine  that 
can  process  items  from  data  input  through 
distribution.  These  multifunctional  machines 
help  banks  perform  more  efficiently  with 
fewer  different  devices.  BAI 
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Institute  Educational  Programs 


Accounting/Finance  and  Tax 

Mar.  7-9  Call  Report  Workshop 

Mar.  7-10  Cost  Accounting  Workshop 

Mar.  28-29  A/L  Management 

Apr.  18-19  Commercial  Bank  Taxation 

May  2-4  Basic  Fiduciary  Income  Taxation 


Audit  and  Compliance 

Mar.  1-4  Intermediate  Bank  Auditing* 

Mar.  8-1 1  Basic  T rust  Auditing* 

Mar.  14-18  Advanced  Bank  EDP  Auditing* 

Mar.  14-18  Basic  Bank  Auditing* 

Mar.  23-25  Risk  Assessment  Workshop* 

Mar.  28-  Introductory  Bank  EDP  Auditing* 


Mar.  1-4 
Mar.  8-11 
Mar.  14-18 
Mar.  14-18 
Mar.  23-25 

Mar.  28- 
Apr.  1 

Apr.  5-8 
Apr.  11-14 
Apr.  18-22 
Apr.  18-22 
Apr.  20-22 
Apr.  25-26 

Apr.  25-28 
Apr.  26-29 


Bank  Auditors  Conference* 
Building  Effective  Internal  Controls 
Basic  Bank  Auditing* 

Intermediate  Bank  EDP  Auditing* 
Fraud  Audit  Workshop* 

Community  Reinvestment  Act- 
Reg  B 

Building  Effective  Internal  Controls 
Basic  Trust  Auditing* 


Orlando,  FL 
Chicago,  IL 
Chicago,  IL 
Atlanta,  GA 
Chicago,  IL 


San  Antonio,  TX 
Houston,  TX 
Denver,  CO 
Dallas,  TX 
Boston,  MA 
Dallas,  TX 

Orlando,  FL 
Minneapolis,  MN 
Kansas  City,  MO 
New  Orleans,  LA 
San  Diego,  CA 
Washington,  DC 

San  Diego,  CA 
Philadelphia,  PA 


Community  Bank— Executive  Management 

Mar.  13-16  Community  Bank  Presidents’ Forum  Naples,  FL 

Sept.  25-28  Community  Bank  Presidents'  Forum  Williamsburg,  VA 

Apr.  16-19  Community  Bank  Presidents’  Forum  Hilton  Head,  SC 


Corporate  Services 

Mar.  8  Quality  in  Financial  Services 

Executive  Development 

May  22-27  The  Bank  Management  Program 

Oct.  16-28  Bank  Executive  Program 

Loan  Administratlon/Lending 

Mar.  10-11  Loan  Review— Real  Estate  Loans 
Mar.  21-22  Introduction  to  Loan  Review 

Mar.  21-22  Residential  Mortgage  Lending 

Mar.  23-24  How  to  Profit  from  the  Secondary 
Mortgage  Market 

Mar.  23-24  Audit  of  Loan  Administration  and 
Loan  Review 

Mar.  29-30  Home  Equity 

Apr.  6-7  Home  Equity 

Apr.  12-13  Loan  Participations:  Risk  and 

Reward 

April  18-19  Home  Equity 

Apr.  19-20  Loan  Review— Real  Estate  Loans 

Apr.  19-20  Residential  Mortgage  Lending 


Atlanta,  GA 


Duke  University/ 
Fuqua  School  of 
Business 
Durham,  NC 

Duke  University/ 
Fuqua  School  of 
Business 
Durham,  NC 


Washington,  DC 
Philadelphia,  PA 
Chicago,  IL 
Chicago,  IL 

Philadelphia,  PA 

Orlando,  FL 
Chicago,  IL 
Chicago,  IL 

Baltimore,  MD 
Dallas,  TX 
Philadelphia,  PA 


Apr.  21-22 

How  to  Profit  from  the  Secondary 
Mortgage  Market 

Philadelphia,  PA 

Apr.  26-27 

Keys  to  Retail  Lending 

Philadelphia,  PA 

Apr.  28-29 

Advanced  Loan  Documentation 

Chicago,  IL 

May  3-4 

Fundamentals  of  Commercial  Loan 
Documentation 

Chicago,  IL 

May  4-5 

Bankruptcy:  Lender’s  Rights  and 
Strategies 

Chicago,  IL 

Major  Conferences 

Mar.  22-25 

Check  Processing  Conference 

Atlanta,  GA 

Apr.  5-8 

1988  Bank  Auditors  Conference* 

Orlando,  FL 

Apr.  27-30 

1988  Security  Conference 

Dallas,  TX 

May  8-11 

1988  Bank  Tax  Conference 

Washington,  DC 

May  17-20 

1988  Finance  and  Accounting 
Conference* 

Atlanta,  GA 

May  22-25 

Contemporary  Issues  in  Cash 
Management 

Washington,  DC 

Oct.  23-26 

1988  Money  Transfer  Conference 

New  York,  NY 

Oct.  30- 
Nov.  2 

Asset/Liability  Management 
Conference 

New  York,  NY 

Dec.  11-14 

Retail  Delivery  Systems  Conference 

Nashville,  TN 

Operations/Payment  Systems 

Mar.  7-9 

Current  Issues  in  Purchasing 
Management* 

Charleston,  SC 

Mar.  15 

Changes  in  Funds  Availability 

Boston,  MA 

Mar.  17-18 

Introduction  to  Commercial  Loan 
Operations 

New  Orleans,  LA 

Mar.  22 

Changes  in  Funds  Availability 

St.  Louis,  MO 

Mar.  22 

Lockbox  Seminar 

Atlanta,  GA 

Mar.  22 

Check  Processing  Basics 

Atlanta,  GA 

Mar.  22-25 

Check  Processing  Conference 

Atlanta,  GA 

Mar.  24 

Changes  in  Funds  Availability 

Washington,  DC 

Apr.  6-8 

Fundamentals  of  Bank  Purchasing* 

Orlando,  FL 

Apr.  13-15 

Float  Management  Training  Course* 

Dallas,  TX 

Apr.  21-22 

Return  Item  Processing  Workshop 

Atlanta,  GA 

Apr.  25-26 

Introduction  to  Trust  Operations* 

Pittsburgh,  PA 

Apr.  27-29 

Personal  Trust  Administration 

Pittsburgh,  PA 

Security 

Apr.  27 

Crisis  Management:  Planned 

Survival 

Dallas,  TX 

Apr.  27 

ATM  Security  Workshop 

Dallas,  TX 

Apr.  27 

Overview  of  Bank  Security:  Getting 
Back  to  Basics 

Dallas,  TX 

Apr.  27-30 

1988  Security  Conference 

Dallas,  TX 

Apr.  27-30 

Latin  American  Congress  on  Bank 
Security 

Dallas,  TX 

The  School  for  Bank  Administration 

July  25-Aug.  6 

Madison,  Wl 

For  further  information  or  to  register,  please  call  Bank  Administration  Insti¬ 
tute’s  customer  service  center,  1-800-323-8552. 

NOTE:  Introductory  and  Intermediate  and  Advanced  Education  Courses  have 
limited  enrollment. 

*  Designates  Continuing  Education  Unit  (CEU) 
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A  unique,  exdusive  study  tlmt  helps 


ch^es  occurring  within  the  wholesale 
hanking  industry. 
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Highlight  fiitui^  banldng  ne^ 

The  Future  Whdesale 
Bankiiig  explains  how  many 
Fortune  1000  corporations  view 
their  future  banking  needs,  and 
includes  discussions  on  how 
bankers  assess  this  need. 


Fo(ms  on  winning  shategies 

Strafes  bankers  as  well  as 
corporate  leaders  feel  must  be 
adopted  to  achieve  that  winning 
edge  are  contained  in  this 
study  conducted  by  the  Boston 
Consulting  Group  for  BAI. 


Presents  an  inside  view  of  the  industry 


As  you  le^  Ute  Future  of  Whdesale  Banldig,  youl  learn: 


■  How  lending  banks  will  be 
conducting  business  in  the  future 
and  how  the  loan  sales  market  will 
evolve 


■  What  changes  will  occur  in  the 
competitive  dynamics  of  providing 
corporate  financial  services. 


■  What  opportunities  wholesale  banks 
can  expect  in  the  advisory,  capital 
raising  and  trading  businesses. 


■  What  strat^es  and  new  business 
opportunities  CFOs  (rf  corporations 
and  CEOs  of  banks  feel  need  to  be 
implemented  to  ensure  prosperity. 


Saves  you  time 

An  Executive  Summary  accompanies  The  Future  of  Wholesale  Bankiiig. 
The  summary,  designed  to  save  you  time,  interprets  the 
study’s  findings  more  quickly  —  more  easily. 

Ch’dSer  today  by  calling  Bank  Administratiott  Institote  toUtee: 
800^323-8552 

$150  BAI  raemben;  $195  noomemben.  Book  ordei  namber  161. 


BAMK  ADMNSIRAT10N  MSITIVIE 


Banking  Applications 


NSS  Provides  Paperless  Loan  Processing 


Problem:  5<re<un/iR«  the  loan  process  by 
reducing  paper  production,  routing  and 
delays. 

Solution:  NSS  CORPUS  Teller  and  FUe 
Transfer  Support  System. 


Associated  Kellogg  Bank  (AKB)  of 
Green  Bay,  Wisconsin,  automated  its 
teller  operations  using  an  automation 
system  developed  by  NSS  CORP, 
Bedford,  New  Hampshire,  which  runs 
on  IBM  4700  terminals  attached  to  a 
4702  controller.  To  automate  loan 
origination,  AKB  selected  the  PC- 
based  product,  BANCStar. 

Though  BANCStar  was  excellent  for 
loan  entry  and  document  preparation, 
the  complete  loan  process — applica¬ 
tion,  credit  check,  review,  approval 
and  final  documents — was  still  a  multi- 
step,  time  consuming,  operation.  It  in¬ 
volved  paper  production  and  routing  of 


customer  data  to  and  from  individuals 
in  various  bank  departments,  opening 
the  procedure  to  error  and  delay. 

AKB  called  in  NSS  to  find  an  effi¬ 
cient  solution  that  would  be  compatible 
with  the  bank’s  existing  hardware  and 
software.  The  goal  was  to  enable  the 
sharing  of  customer  loan  information 
generated  at  one  PC  with  PCs  in  other 
department  locations  so  that  the  same 
data  was  available  for  each  stage  of  the 
process  with  the  press  of  a  key. 

The  solution  was  to  integrate  the  PC 
application  with  mainframe  software  to 
allow  participants  in  the  loan  process  to 
access  the  same  customer  information. 
This  was  accomplished  by  establishing 
a  PC-host  link  through  the  4702  con¬ 
troller,  making  the  host  act  as  a  central 
‘file  server’  for  the  loans  in  process. 
The  new  micro-to-mainframe  link, 
called  the  File  Transfer  Support  Sys¬ 
tem  (FTSS),  will  reduce  AKB’s  line 
traffic  and  costs. 


Used  in  conjunction  with  IBM’s 
standard  CICS  File  Transfer  Program 
for  the  host,  FTSS  allows  for  much 
more  than  access.  It  enables  file  data 
on  AKB  customers  to  be  centrally  col¬ 
lected,  controlled,  retrieved  and  re¬ 
routed  for  varied  PC  and  host  applica¬ 
tions — in  this  case,  the  loan  process. 
FTSS  also  moves  AKB’s  files  from 
temporary  to  permanent  storage,  where 
they  are  protected  from  CICS  shut¬ 
down,  replacement  or  erasure. 

With  the  new  loan  process  system, 
AKB  personnel  sitting  at  PCs  any¬ 
where  in  the  bank’s  facility  can  perform 
every  step  of  the  loan  procedure  with¬ 
out  having  to  use  and  pass  paper.  Even 
the  final  loan  documentation  can  be 
produced  at  the  originating  PC  or  at  any 
other  PC.  The  benefits  are  that  custom¬ 
ers  receive  faster  turnaround  on  loan 
applications,  while  the  bank  is  able  to 
handle  loan  processing  more  efficiently 
in  less  time. 


If  safety  sacs  are  all  you  think  o 


FAS  Successfully  Completes  Fourth- 
Generation  Software  Conversion 


Problem:  Building  a  fully  integrated 
banking  system. 

Solution:  SCA's  PROFILE  software 
andDEC’sVAX  computers. 

The  successful  implementation  of 
PROFILE™  software  with  Digital 
Equipment  Corporation’s  (DEC) 
VAX™  computers  at  a  southeastern 
Pennsylvania  savings  bank,  has  made 
Financial  Accounting  Services  (FAS) 
the  first  major  data  processing  center  in 
the  country  to  run  fully  integrated, 
fourth-generation  software  on  DEC 
computers  in  a  retail  banking  environ¬ 
ment. 

FAS  established  an  industry  first 
when  it  completed  a  system  conversion 
of  West  Chester,  Pennsylvania-based, 
Dime  Savings  Bank.  Dime  went  on-line 
with  profile’s  CIF  and  deposit  sys¬ 
tems  in  April.  The  conversion  was  fin¬ 
ished  in  August  when  the  lending  sys¬ 
tem  was  implemented. 

“PROFILE  and  VAX  made  a  great 


team  for  institutions  that  want  a  fully 
integrated  banking  system  that  contains 
the  versatility  and  power  of  fourth-gen¬ 
eration  software  and  the  cost-effective¬ 
ness  of  operating  in  a  DEC  computer 
environment,’’  said  Michael  A.  San¬ 
chez,  chairman  and  chief  executive  of¬ 
ficer  of  Sanchez  Computer  Associates 
Inc.  (SCA),  developer  and  marketer  of 
PROFILE  sotware. 

PROFILE  is  a  fully  integrated, 
fourth-generation,  on-line  processing 
system.  The  software  automates  and 
integrates  all  areas  within  lending,  de¬ 
posits,  CIF,  branch  operations  and  fi¬ 
nancial  management.  The  system’s 
program  generator  automatically  builds 
applications  based  on  user-defined 
specifications  without  the  need  for  pro¬ 
grammer  assistance. 

PROFILE  is  indiscriminate  to  an  in¬ 
stitution’s  size  and  has  allowed  SCA  to 
sell  its  software  to  fit  the  needs  of  in¬ 
stitutions  ranging  from  two  million 
dollar  credit  unions  to  companies  that 
manage  more  than  $80  billion  in  trust 


funds. 

DEC  sees  its  VAX  computers  as 
cost-effective  alternatives  to  main¬ 
frame  computers.  Couple  the  cost  fac¬ 
tor  with  dec’s  established  networking 
capabilities,  and  the  company’s 
machines  are  becoming  very  appealing 
to  financial  institutions,  particularly 
those  with  branch  operations  or  those 
that  operate  in  a  service  bureau/data 
center  environment. 

“Dime’s  successful  conversion  rep¬ 
resents  the  culmination  of  two  years  of 
development  by  our  staff  and  SCA,” 
says  James  C.  Aston,  FAS  president. 
“When  FAS  searched  for  a  new  soft¬ 
ware  vendor,  we  wanted  to  find  the 
state-of-the-art  in  retail  banking 
technology.  Dime’s  success  proves  we 
made  the  right  choice.” 

FAS  now  plans  to  convert  all  of  its 
more  than  120  savings  and  loan  institu¬ 
tions  to  the  PROFILE  system  using 
DEC  equipment  within  the  next  two 
years.  FAS  is  a  licensed  distributor  of 
PROFILE.  BAI 


when  you  think  of  Rifkin,  think  again! 


Mow  Rifkin  has  a  lot  more  to  offer  your  bank  than  bank  bags. 

It's  all  in  our  new  1987  Rifkin  Products  catalog,  for  your  free  copy  call 
TOU/FREE  l'800'458-7300  ( In  Pennsylvania  1-800-358-7300),  or  write 
A.  Rifkin  Co.,  P.O.  Box  878,  Wilkes-Barre,  PA  18703-0878. 


Quality  supplies  tor  banks 


compatibles.  In  addition,  data 
written  to  the  optical  disk  by  the 
PC  can  be  read  by  an  OAS  attached 
to  any  mini  or  mainframe. 

Write  1 00  on  Reader  Service  Card 


"Off-Site"  Banking 

A  new  concept  in  retail  banking 
services  delivery  has  been  intro¬ 
duced  by  Doane  &  Williams.  The 
Micro-Modular  Bank  is  a  sectional, 
free-standing  kiosk  that  is  designed 
to  bring  banking  services  to  the 
public  in  shopping  malls,  office 
complexes,  colleges,  hospitals  and 
retail  centers. 

The  Micro-Modular  Bank  has 
several  new  options  that  make  it 
ideal  for  a  financial  institution’s 
retail  services  delivery.  One  sec¬ 
tion  is  designed  to  accommodate  a 
live  customer  service  representa¬ 
tive,  to  enable  a  bank  to  offer  per¬ 


Ameri-Shrad  Model  AMS-100  Paper  Shredder 

The  most  powerful  shredder  in  its  class.  Makes  short 
work  of  mountains  or  printouts,  bound  reports  and  thick 
volumes  of  office  files.  Centralized  shredding  for  the 
entire  office! 

•k  55  Sheet  Capacity 

★  Factory  Direct  Sales  and  Service 

★  One  Year  Warranty,  Parts  and  Labor 

★  Warranty  Extensions  Up  to  10  Years 

★  10  Year  Cutter  V\farranty 

★  All-Steel  Construction 

★  2  Week  Free  Trial 

★  American-Made-With  Pride 

If  your  budget  calls  for  one  shredder— this  is  it! 

RO.  Box  46130  ★  Monroeville,  PA  15146 
Call  Toll-Free:  (800)  634-8981  or  PA  (412)  823-4222 
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Aquidneck  Optical 
Storage  System 

Aquidneck  Systems  International, 
Inc.  (ASI)  has  introduced  PC  Ac¬ 
cess  System — an  optical  disk-based 
storage  subsystem  for  IBM  PC/ 
XT/AT  and  compatible  personal 
computers. 

The  PC  Access  System  allows 
users  to  read  from,  and  write  to, 
OAS  optical  disk  media.  The  sys¬ 
tem  is  composed  of  an  optical  disk 
drive,  a  SCSI  interface  card,  a 
cable,  and  a  software  package 
compatible  with  PC-  or  MS-DOS 
version  3.x. 

With  the  PC  Access  System,  op¬ 
tical  disks  written  by  Aquidneck’ s 
Optical  Archiving  System  (OAS) 
on  any  of  the  many  OAS-compati- 
ble  minicomputers  and  main¬ 
frames,  can  be  distributed  to  field 
sites  for  processing  on  IBM  PC 


son-to-person  attention.  Other 
features  include  a  telescoping  ATM 
enclosure  which  allows  easy  ser¬ 
vicing  of  the  machine,  and  an  area 
for  interactive  video  display.  All 
three  banking  functions  are  housed 
in  an  area  of  less  than  75  square 
feet. 
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Economical  Lettering 
System 

Leteron,  of  Torrance,  California, 
has  announced  that  an  economical 
label  and  signage  lettering  system  is 
now  available. 

The  Alphaline  System  lets  the 
user  apply  lettering  on  Alphaline 
Tape,  which  will  adhere  to  most 
nonporous  surfaces.  The  tape  is 
available  in  a  variety  of  colors  or  in 
transparent  acetate.  Alphaline 
gloss  finish  transparent  tape  can  be 
used  with  overhead  projection 
transparencies. 


With  the  Alphaline  System  one 
can  create  lettering  in  three  sizes; 
in  a  choice  of  upper  or  lower  case 
letters,  numerals,  or  symbols. 
Letters  can  be  in  both  vertical  or 
horizontal  formats  at  up  to  two 
lines  of  lettering  at  a  time.  Alpha¬ 
line  technical  pens,  available  in  five 
colors,  produce  lettering  in  a  vari¬ 
ety  of  sizes  and  colors. 
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Business  Forms  Software 

FormWorx  Corp.  has  introduced 
Fill  &  File,  a  software  program  that 


makes  it  practical  to  fill  out  busi¬ 
ness  forms  using  personal  com¬ 
puters  and  to  store  information 
from  the  forms  in  data  files  for  later 
use. 

With  Fill  &  File,  the  PC  user 
creates  an  on-screen  likeness  of  the 
actual  form,  “fills  in  the  blanks” 
either  by  typing  or  by  calling  up 
information  from  the  data  files,  and 
prints  the  information  onto  the  ac¬ 
tual  form.  The  information  in  the 
data  files  can  be  easily  updated  and 
exported  for  use  with  database 
management  software. 

When  filling  out  a  form,  the  form 
itself  is  protected  from  accidental 
changes  by  the  operator.  Fill  &  File 
also  does  math  and  totals  columns, 
to  make  it  easy  to  automate  sales 
reports,  purchase  orders,  expense 
forms  and  invoices. 
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IFDS  Evaluation  Software 

Evaluation  copies  of  International 
Financial  Data  Systems,  Inc.’s 
(IFDS)  two  most  popular  financial 
planning  software  products  are 
now  available  for  a  60  day  trial 
period. 

Both  the  IFDS  Professional 
Series/3  and  Series/2  programs 
produce  complete,  comprehensive 
personal  financial  plans,  including 
cash  flow,  retirement,  income  tax, 
estate  planning  and  education 
funding.  Series/3  prints  twelve 
additional  reports  and  features  a 
number  of  enhanced  operational 
features  such  as  batch  printing. 
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Deposit  Profitability 
Analysis 

Advanced  Concepts  has  introduced 
a  Deposit  Profit  Analysis  System 
that  can  analyze  the  profitability  of 
deposit  product  lines  and  evaluate 
individual  customers. 

The  system,  designed  to  run  on 
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IBM  PC -compatible  hardware,  aids 
in  developing  new  deposit  products 
and  in  tracking  profit/loss  on 
existing  deposit  product  lines. 
Within  each  deposit  product,  it 
identifies  the  group  of  accounts 
losing  or  making  money. 

Also  included  is  a  powerful  cus¬ 
tomer  analysis  reporting  system 
used  for  making  bids  and  evaluat¬ 
ing  customer  accounts.  Loaded 
with  decision-making  information, 
there  are  six  ways  to  view  profit/ 
loss,  breakeven  balances  and  the 
breakeven  investment  rate. 
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Racal-Milgo  CMS 
Network  Integrates  With 
IBM  Netview 

Racal-Milgo  has  introduced  its  new 
CMS  Gateway  product  set  de¬ 
signed  to  allow  further  integration 
of  IBM’s  host  Netview  program 
into  Racal-Milgo’s  CMS  (Com¬ 
munications  Management  Series) 
network  management  systems.  The 
new  products  are:  CMS/View, 
CMS  Gateway  1  and  Host-Link  11. 

CMS/View  is  a  CMS  network 
management  software  option  that 
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runs  as  an  application  on  an  unat¬ 
tended  IBM  Netview/PC  AT.  It 
transfers  alarms,  originating  from 
CMS  network  devices,  directly  to 
Netview  in  “real-time.” 

CMS  Gateway  1  is  a  multi-pur¬ 
pose  protocol  converter  solution 
that  provides  three  modes  of  oper¬ 
ation:  IBM  3270  SNA  (System 
Network  Architecture);  IBM  3770 
SNA  batch  mode;  and  IBM  3780 
BSC  (Binary  Synchronous  Com¬ 
munications)  batch  mode.  It  pro¬ 
vides  five  major  benefits:  centrali¬ 
zation  of  CMS  alarms  and  diagnos¬ 
tic  files  in  the  IBM  host,  flexible 
integration  paths  with  Netview, 
protocol  flexibility,  reduced 
operator  console  clutter  and 
simplified  operator  interface  to 
CMS  and  Netview. 

Host-Link  II  is  used  to  selec¬ 
tively  retrieve  and  integrate  net¬ 
work  maintenance  history  and 


performance  statistics  from  a 
common  CMS  database  so  that 
they  may  be  transferred  to  a  central 
processing  point  such  as  an  IBM 
mainframe  or  a  personal  computer. 
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Miniature  Magnetic  Card 
Reader 

A  new  manually-operated  Mag¬ 
netic  Card  Reader  features  ultra¬ 
compact  size,  and  functions  at  vir¬ 
tually  any  card  insertion  and  with¬ 
drawal  speed,  according  to  Ron 
Byer,  Vice  President  of  Vertex  In¬ 
dustries,  Inc. 

The  low  cost  unit.  Model  802, 
reads  recorded  data  from  magnetic 
stripe  cards  meeting  current 
ANSI/ISO  specifications  at  in¬ 
sertion  and  withdrawal  speeds 


ranging  from  three  to  100  inches 
per  second  at  75  BPI.  Its  unique 
transport  also  enables  it  to  read 
data  from  other  cards  having  F/2F 
data  properly  placed  on  a  magnetic 
icl 


Model  802  may  be  panel 
mounted  vertically  or  horizontally. 
It  weighs  85  grams,  has  a  power  re¬ 
quirement  of  4-5 VDC  +!-  10%  at 
44  ma.(2T),  and  operates  within  a 
temperature  range  of  -20°C  to 
-l-50®C,  and  relative  humidity  range 
of  5%  to  95%  (non-condensing). 
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THE  IKAY 
BANKERS 
BECOME 
LEADERS 


THE  SCHOOL  FOR  BANK  ADMINISTRATION 

The  School  for  Bank  Administration  is  the  proven,  results- 
oriented  way  to  a  future  as  a  banking  leader. 

With  specialized  majors  in  Operations,  Audit,  Control lership, 
and  Community  Bank  Management... a  faculty  of  experienced 
banking  professionals.. .a  program  that  provides  unequaled 
technical  training,  effective  management  and  communication 
skills,  and  the  perspective  to  achieve  in  banking,  now,  and 
years  from  now... it’s  altogether  the  industry’s  finest  school 
for  learning  leadership. 

To  receive  an  informative  brochure  about  The  School’s  three- 
year  majors,  send  in  the  response  form.  Or  call  800-323-8552. 
The  1988  session  will  be  held  July  24-August  5th.  So  do  it  today 
and  reserve  your  place  in  the  future. 


Please  rush  the  brochure  containing  complete  information  about 
the  School  for  Bank  Administration  and  an  application. 


DANK  ADMINISTRATION  INSTITUTE 

60  Gould  Center,  Rolling  Meadows,  IL  60008  (Attention  Dianna  Dohm) 
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Boston,  Massachusetts 

Corporate  Services  and  Technology,  Senior  Vice  President,  First  City  Na¬ 
tional  Bank,  Houston,  Texas 

Corporate  Services  and  Technology,  Executive  Vice  President  and  Chief 
Financial  Officer,  SunTrust  Banks,  Inc.,  Atlanta,  Georgia 
Human  Resources,  Manager-Human  Resources,  First  of  America, 
Kalamazoo,  Michigan 

Retail  Financial  Services,  Senior  Vice  President,  The  First  National  Bank, 
Chicago,  Illinois 

Security,  Senior  Vice  President  and  Director  of  Security,  Banco  Popular  de 
Puerto  Rico,  San  Juan,  Puerto  Rico 

Tax,  Senior  Vice  President,  Morgan  Guaranty  Trust  Company,  New  York, 
New  York 

Washington  Liaison,  Executive  Vice  President  and  Comptroller,  Riggs  Na¬ 
tional  Bank,  Washington,  D.C. 


Regional  Directors 


Kazik  L.  Skoczylas 

John  J.  Sponski 

E.  Max  Crook 
William  G.  Rutherford 

David  C.  Beck 

Alan  M.  Ostroff 
Hayden  D.  Watson 

Gary  J.  Peters 


Region  1,  Executive  Vice  President  and  Treasurer,  Bank  of  East  Hartford, 
East  Hartford,  Connecticut 

Region  2,  Corporate  Executive  Officer,  Operations  Group,  Sovran  Financial 
Corporation,  Richmond,  Virginia 

Region  3,  City  President,  The  First  National  Bank  of  Atlanta,  Macon,  Georgia 
Region  4,  Senior  Vice  President,  First  National  Bank  of  Southwestern  Ohio, 
Hamilton,  Ohio 

Region  5,  Chairman  and  Chief  Executive  Officer,  First  Interstate  Corporation 
of  Wisconsin,  Kohler,  Wisconsin 

Region  6,  Executive  Vice  President,  Union  National  Bank,  Wichita,  Kansas 
Region  7,  Executive  Vice  President  and  Cashier,  First  RepublicBank  Hous¬ 
ton,  Houston,  Texas 

Region  8,  Executive  Vice  President,  The  Idaho  First  National  Bank,  Boise, 
Idaho 


Donald  M.  Castle  Region  9,  Executive  Vice  President,  Vineyard  National  Bank,  Rancho 

Cucamonga,  California 


The  Future  off  the  Retell 
Banking  Delivery  System 

What  strategic  actions  are  retail 
banks  undertaking  to  help  them 
deal  successfully  with  the  future? 
Find  out  in  this  landmark  study 
from  Bank  Administration  Insti¬ 
tute. 

The  study  describes  a  survey  of 
top  level  executives  in  117  U.S. 
retail  banks.  It  identifies  and  ana¬ 
lyzes  common  managerial  con¬ 
cerns,  competitive  priorities  in  de¬ 
livery  systems  strategies  and  a 
series  of  nonfinancial  performance 
measures. 

You’ll  find: 

•  A  profile  of  the  survey  respon¬ 
dents  in  terms  of  financial  per¬ 
formance  and  market  dynamics. 

•  Highlights  of  the  characteristics 
of  the  retail  banking  delivery 
system  and  the  resource  invest¬ 
ment  picture. 

•  A  discussion  of  the  major  chal¬ 
lenges  facing  bankers  today. 

•  An  outline  of  the  strategic  direc¬ 
tions  and  competitive  priorities 
of  survey  respondents. 

•  A  description  of  key  action  pro¬ 
grams  for  operational  improve¬ 
ment. 

You’ll  also  find  profiles  of  banks 
that  have  exceeded  their  goals  on 
one  or  more  of  the  following  per¬ 
formance  measures: 

•  Overall  delivery  system  perfor¬ 
mance. 

•  Internal  systems. 

•  Customer  service. 

•  Streamlining. 

•  Market-oriented  indicators. 

•  Human  resource  utilization. 

•  Product  flexibility. 

Order  No.  296 

$95  member/ $145  nonmember 


To  order  your  publication 
call  BAI  toll  ffree:  1-800- 
323-8552. 
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Executive  Opportunities 


Newfy  revised! 
Mcxt  current 
iniormation 
available  on,,. 


BANK 

SECRECY 

ACT 

COMPLIANCE 


This  comprehensive, 
newly  revised  book 
details  bankers' 
responsibilities  under 
the  Currency  and 
Foreign  Transactions 
Reporting  Act: 

•  What  Congress 
intended; 

S£St 

•  How  to  set  up  a 
comphance  program; 

•  When  and  how  to 
complete  reports; 

•  How  to  handle 
problems  and  protect 
your  bank's  image. 

Author  Robert  E.  Powis 
offers  experienced 
advice,  having  served  as 
Deputy  Assistant  Secre¬ 
tary  of  the  Treasury  for 
Enforcement  of  the  Act. 


$46  single  copy,  6AI  members 
($69  each,  nonmembers) 


GIUNOW-fOLLFBEE 

1-800423^2 


DANK 

ADMINISTRATION 

INSTITUTE 


The  employment  positions  offered 
here  are  carried  without  charge  as  a 
service  to  the  membership.  Bank 
Administration  Institute  and  The 
Magazine  of  Bank  Administration 
cannot  accept  responsibility  for  the 
statements  made  in  the  listings.  This 
column  is  intended  for  use  by  banks 
seeking  job  candidates,  and  entries 
from  individuals  cannot  qualify. 
Replies  to  these  listings  should  be 
addressed  to  the  box  number  indi¬ 
cated,  The  Magazine  of  Bank  Ad¬ 
ministration,  60  Gould  Center, 
Rolling  Meadows,  Illinois  60008. 


2801.  AUDITOR — Eight  hundred 
million  dollar  Northwest  Pennsyl¬ 
vania  bank  holding  company  seeks 
auditor  with  minimum  of  three 
years  experience  to  be  responsible 
for  major  affiliates’  audit  function. 
Knowledge  of  EDP  preferred.  Sal¬ 
ary  commensurate  with  experi- 
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Advanced  Technical  Services,  Inc. 
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ence.  Excellent  benefits.  Send  re¬ 
sume  and  salary  requirements  in 
confidence.  An  Equal  Opportunity 
Employer. 

1801.  Trust  Department  Head — 
Southern  California  independent 
bank  is  seeking  a  well  qualified 
trust  banker  to  head  our  fiduciary 
services  division.  We  are  looking 
for  an  individual  with  a  minimum  of 
10  years  experience  in  all  facets  of 
trust,  with  an  emphasis  on  em¬ 
ployee  benefit  programs.  Must  be 
strong  in  sales  management  and 
motivated  to  lead  the  significant 
expansion  of  the  current  $100  mil¬ 
lion  base.  Bank  has  exceptionally 
strong  capital  and  this  position  of¬ 
fers  a  unique  opportunity  for  the 
right  person.  Salary  commensurate 
with  experience.  Send  complete  re¬ 
sume  with  salary  history  in  confi¬ 
dence.  An  Equal  Opportunity  Em¬ 
ployer. 
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At  CPI,  we’re  working  constantly 
on  the  one  thing  that  most  concerns 
residentiai  mortgage  servicers  today. 
Tomorrow. 

In  late  October,  over  six  hundred  representatives  from  CPI 
client  companies  met  at  CPI’s  annual  Users’  Conference  to 
discuss  the  challenges  of  residential  mortgage  servicing 
today. . . and  tomorrow. 

Two  significant  issues  emerged  from  the  three-day,  intensive 
program  of  industry  and  systems  topics.  First,  the  mortgage 
market,  particularly  the  secondary  market,  will  remain  volatile. 
Second,  in  many  instances,  servicing  margins  are  decreasing. 

Hence,  it  is  even  more  important  today  that  the  CPI  approach 
to  mortgage  data  processing  affords  clients  the  lowest 
cost-per-loan-serviced  in  the  industry.  In  addition,  CPI  has 
responded  to  the  challenge  of  change  with  improvements  in 
front-end  processing  and  PC-based  systems,  to  help  clients 
better  manage  the  demands  of  market-sensitive  portfolios.  Last 
year,  over  85  enhancements  were  made  to  mainframe-based 
systems,  continuing  the  CPI  tradition  of  excellence  in  mortgage 
servicing. 

Two  things  are  certain  concerning  tomorrow;  it  will  be  both 
dynamic  and  different,  and,  more  than  ever,  to  meet  the 
challenge  of  change,  you  need  Computer  Power. 


Computer  Power,  Incorporated 

POST  OFFICE  BOX  2388,  JACKSONVILLE,  FLORIDA  32231-0076 
(904)  350-1400 

Write  20  on  Reader  Service  Card 


WILL  YOUR  SOFrW\RE  COMPANY  BE  AROUND 
WHEN  YOU  NEED  IT? 

SECURITY  PAOnC  WILL  BE. 


If  your  bank  software  com-  knowledge  about  what  makes  a  company  that  might  not  be 

pany  or  service  bureau  went  bank  run  efficiently  and  profitably  there  when  you  need  it. 

under,  you  could  be  left  holding  Let  Security  Pacific  snow  Bank  on  the  solidity  of  Security 

the  bag.  That’s  reason  enough  to  you  the  best  way  to  take  con-  Pacific.  Call  1-800-366-SPFS  or 

go  with  the  stability  of  Security  trol,  without  exposing  yourself  303/430-2085  for 

Pacific,  a  corporation  with  $74  to  unnecessary  risks.  With  an  information  or 

billion  in  assets.  Our  banking  affordable  in-house  banking  a  complete 

division  is  America’s  7th  largest,  system  from  Security  Pacific,  demonstration, 

giving  us  valuable  first-hand  you  doift  have  to  depend  on  a 

The  Security  Pacific  Financial  System. 

A  product  of  Security  Pacific  Information  Services  Corporation. 

Write  21  on  Reader  Service  Card 


